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COMPLAINANT'S REPLY EVIDENCE

Complamant EI du Pont de Nemours and Company ("DuPont") hercby submuts its
Reply Evidence 1n response to the Opening Evidence of defendant, CSX Transportation, Inc
("CSXT"), filed 1n this proceeding on February 4, 2008. 1'his Reply Evidence consists of three
parts (a) an Argument that summarizes the evidence submutted and discusses the legal standards
to be applied 1n this case, (b) the Reply Venfied Statement and accompanying exhibits of Mr
Thomas D Crowley, President, L E Peabody and Associates ("Crowley Reply V S "), and (c)

various cxhibits from both public sources and discovery of CSXT in this procceding
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BEFORE THE
SURFACE TRANSPORTATION BOARD

E I DUPONT DI: NEMOURS AND COMPANY
Complamant,
v Docket No NOR 42099

CSX TRANSPORTATION, INC,,

Defendant.

i i S i i T T

PART1 —_ARGUMENT

DuPont has challenged the reasonableness of CSXT's rail transportation rates 1n this
small rate case, and two others, under the Three-Benchmark approach adopted by the Board in
Simplified Standards for Rail Rate Cases, Ex Parte No 646 (Sub-No 1), decision served
September 7, 2007 (petition for reconsideration pending) ("Simplified Standards"™) In this
proceeding, DuPont has challenged CSXT's rates tor three movements of two different
commodities The first movement 1s of synthetic plastic powder, STCC 2821163, from
Ampthill, VA to Wyandottc, Ml ("Ampthill Movement") The second and third movements are
of plasticizers, STCC 2818967, from Heyden, NJ to Duart, NC {"Duart Movement") and
Washington, WV ("Washington Movement")

Pursuant to the procedures adopted in Simplified Standards, DuPont and CSXT
simultaneously presented Opening Evidence on February 4, 2008  In their opening cvidence,
each party 1dentificd 1ts imtial group of comparable traffic from the Board's Confidential Waybill
Sample for the years 2002-2005, applied the Board's formula for adjusting the average revenue

to variable cost ("R/VC") ratio of the comparable traffic group, and presented evidence of "other
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rclcvant factors” to make further adjustments to the R/VC ratio of the comparable traffic group
In addition, DuPont also presented 1ts evidence of CSX'I"s market dominance over the issue
movements, including cvidence regarding the vanable cost of the movement 1n order to satisfy
the "junisdictional threshold" requircment of 49 U S C 10707(d)

According to Simplified Standards. in Reply Evidence, each party must sclect its "[inal
offer” comparison group A party may select its final comparison group only from movements
contained 1n gither party's opening evidence comparison groups Furthermore, any movement
that was 1n both parties' opening ¢cvidence companson group must be included 1n cach party's
final companison group Simplified Standards, p 18 The Board then will select the comparnison
group "that 1t concludes 1s most similar 1n the aggregate to the 1ssuc movements,” as the
foundation for determining a maximum reasonablc rate for the 1ssue movements Jd

DuPont presents this Reply Evidence and Argument 1n seven parts Part I responds to
CSXI's charge that this case 1s not appropnate for resolution under the Three-Benchmark
approach. Part II answers CSX'l's attacks on the Three-Benchmark approach itself Part 111
addresses the differences between the parties’ vaniable cost calculations for the issue movements
Part 1V 1dentifics the factors that DuPont applied to determine 1ts "final offer” comparison
groups and responds to those factors that CSX'T applied in its opening evidence  Part V responds
to CSXT's evidence of "other relevant factors "' Part V| presents the maximum R/VC ratios for
the 1ssuc movements based on the DuPont "final offer" comparison groups, as adjusted by the
"other relevant factors” presented in the DuPont Opening Evidence Finally, Part VII

summarizes the relief that DuPont requests

! DuPont 1s discussing CSXT's adjustments to the RSAM calculation and its "market-based" adjustments of the
comparable traffic group R/VC ratios 1o 2007 levels under the rubne of “other relevant factors,” although CSX1 has
not wienufied them as such
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L THIS CASE IS APPROPRIATE FOR DECISION UNDER THE THREE-
BENCHMARK APPROACH

CSXT's Opening Evidence 1s charged with rhetoric and innuendo that has absolutely no
bearing upon the Board's resolution of this proceeding, or any of the other two small rate cases
filed by DuPont, pursuant to the Three-Benchmark approach adopted in Simplified Standards
CSXT's assertions are nothing more than an attempt to put a new spin on arguments that the
Board considered and rejected \n Simplified Standards regarding the proper use of the Three-
Benchmark approach

First, CSXT contmues to argue that simplified rate standards should apply only to small
shippers, not small cases Although CSXT states that 1t does not seek to prevent any of the three
small rate cases filed by DuPont from going forward, CSXT asserts that "thcy hardly constitute a
‘truly small casc’ for a 'small shipper’ " CSX1 Op Liv at3 CSX1 seems to believe that,
because DuPont 15 one of CSX'T's largest customers and ships thousands of carloads in hundreds
of tratfic lanes annually, DuPont should not be permitted to file a small rate case /4 at2 But,
as the Board correctly observed in Simplified Standards, p 5, note 5, "under the statute cligibility
must be based on the value of the case, not the size of the shipper.”

CSXT, however, would define the value of this case as the value of the total business
DuPont conducts with CSXT, not the value ol the case actually presented to the Board
Specifically, CSXT argues that "[t]he traftic covered by this Complaint and its two companions
are stmply small component parts of a far larger dispute between the parties regarding hundreds
of lancs of tratfic long governed by a complex, integrated Master Contract * CSXT Op Lv at 2-
3 Butif the size of DuPont and 1its total traffic volume on CSXT are the critena for determning
cligibility to use the Three-Benchmark approach, then DuPont would be deprived of any

practical form of relief from unreasonably high rates The statute does not require an "all or
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nothing" approach — a shipper with a number of movements on a carrier may choosec to challenge
all of them, many of them. or just a few

DuPont would much prefer to enter into a new master contract with CSXT for all of its
traffic at reasonable rate levels But a contract 1s supposed to be the result of negotiations mn a
competiive market 1lere, no such market exists CSX T has abused 1ts market dominance over
much of the DuPont traffic to demand unrcasonably high rates

DuPont does not take issue with every single rate that CSXT has cstablished for its
traffic But CSXT 1s offering only a package contract that forces DuPont to pay unreasonable
rales on many traffic lanes in order to recerve reasonable rates on some CSXT's approach runs
counter 1o the statutory rcquirement that each and every rate charged by a market dominant
carrier must be "reasonable." 49 U S C 10701(d) ("If the Board determincs  that a rail carner
has market dominance over the transportation to which a particular rate apphies, the rate
established by such carrier must be reasonable ¥) DuPont stands ready to negotiate a new
master contract with CSXT as soon as CSXT 1s prepared to offer reasonable rates for DuPont
traitic

Under Simpiified Standards, DuPont 1s entitled to challenge the reasonablencss of
individual rates tor individual movements, as it has done 1n the three small rate cascs 1t filed
against CSXT DuPont 1s not required to challenge every single rate that CSX'T" has published
for 1 Nevertheless, DuPont 1s mindful of the Board's concern that a shipper not attemnpt "to
divide a large dispute into multiple smaller disputes " Simplified Standards at 32 But DuPont
has not even come closc to crossing that line

For all of the rhetoric 1n 1ts opening evidence, CSX'T does not actually accuse DuPont of

impermussibly dividing 1ts claims  That 1s because DuPont has not sought to mampulate the
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Board's proces 1n its three small rate complaints  Each of the seven movements at issue 1s
sufficicntly discrete and has sufticiently low annua! volume so as to make a I'ull Stand-Alone
Cost ("Full-SAC") presentation 100 costly given the value of each case individually or combined
In Simplified Guidelines, p. 32, the Board noted that a Full-SAC casc costs approximately $5
milhion This estimate 15 based upon cases involving the presentation of mostly single-
commodity stand-alone railroads where the issue traffic moves between a single ongin-
destination pair A multi-commodity stand-alone railroad with multiple origins and destinations
spread across a wide geographic area could require an even more costly Full-SAC prescntation
The seven movements of four different commodities 1n the three DuPont small rate cases are
spread across origins and destinations 1n eight states New York, New Jersey, Michigan,
Mississippi, Virginia, West Virgima, North Carolina and Tennessee There 1s hittle to no overlap
in therr routes and the distances involved would require DuPont 1o create a stand-alone railroad
that replicates a very sizeablc portion of CSXT's entire rail network Moreover, based upon 2006
traffic volumes for the 1ssue movements, even without the $1 million rate rehef cap imposed
upon cach of the three complaints filed by DuPont, the total relicf calculated by DuPont 1n its
Opening Evidence would not exceed the Board's $5 million cost estimate lor a Full-SAC case
DuPont has filed only threc rate cascs, involving a total of seven geographically dispersed
movements and four commodities  Until DuPont does significantly more than that, CSXT
cannot rcasonably argue for aggregation Indeed, CSXT has limited itself to cmpty rhetoric—iut
has not raiscd any aggregation objections 1o the three pending DuPont small rate cases T'he
Board cannot make any aggregation determination based on speculation about cascs that have
not been. and may ncver be, filed Accordingly, the Board should disregard CSXT's rhetoric and

apply the Three-Benchmark approach 1n accordance with Simplified Standards
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Finally, CSXT makes a baffling assertion that, because the 1ssuc movements consist "of
two dilferent commodities between three separate O-D pairs ., such a bundling of movements in
a single Complaint should not be permitied and 1s not what the Board intended when it adopted
the "I hree-Benchmark' methodology " CSXT Op Ev at4 According to CSXT, it 1s somchow
prcjudiced because "this single Complaint requires the submission of evidence regarding three
separatc movements of two diflerent commodities whose transportation characteristics differ
matenally " /d at 5 But DuPont just as easily could have filed scparate complaints for each of
the three 1ssue movements, and had it done so, CSXT would have been requirced to defend, and
present evidence 1n, three different proceedings msiead of only one  The evidence would not
have been any different, just more repetitive and more voluminous

CSXT also contends that "DuPont has stepped outside the bounds of the Three
Benchmark approach by filing three Complaints covering a total of four commodities and seven
dilferent movements " fd ,note 6 DuPont combined 1ts seven total claims into three cases
bascd upon whether the commodities transported were a toxic-by-inhalation ("TIII") hazardous
matental, a non-1I|H hazardous matenal, or a non-hazardous matenal, becausec DuPont viewed
this approach as the most efTicient way to litigatc the common 1ssues in these cascs for both the
parties and the Board Bccause the two commodities 1n this case are non-hazardous, DuPont
grouped them 1nto a single complaint for the most cfficient presentation of evidence. As proof
that no good decd goes unpumshed, the Board held that the Three Benchmark $1 million relief
cap would apply to each case rather than cach movement Decision served Jan 22, 2008, p 3
‘Thus, CSXT has benefited from the aggregation ol seven movements into only threc complaints

The Board should treat CSXT's assertions as what thcy are hollow postuning
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IL CSXT's CHALLENGES TO THE THREE-BENCHMARK METHODOLOGY
ARE INCORRECT

At pages 8-14 of its Opening Evidence, CSXT re-ploughs ground that CSXT has trod
many times before, in the Stmplified Standards proceeding, by challenging a number of aspects
of the Three-Benchmark methodology itself Indced. as noted below. some of CSXT's
challenges attempt to unsettle law decided a decade ago.

CSXT's challenges to the 'l hree Benchmark approach are wrong as a matter of policy and
law, and were correctly rejected by the Board in Simplified Standards Although CSXT and
severa'l other (but not all) rail carners have appealed the Simplified Standards decision to the
U S Court of Appcals for the District of Columbia Circuit, DuPont asserts that the railroads'
challenges to the Three-Benchmark approach are menitless, and will be so found by the Court

Eligibility Limits, CSXT objects to the Board's decision in Simplified Standards 10
sct the chigibility imits 1n Three-Benchmark cases at $1 million CSXT argues that the $1
million eligibility hmit "subjects far too much trafTic" to the Three-Benchmark methodology
But the statutory test {or eligibility 1s not whether "too much traflic" (in the railroad's eyes) 1s
encompassed by the Three-Benchmark procedurc Rather, 1t 15 whether the Three Benchmark
mcthodology {ulfills the statutory command for a "simplified and expedited” procedure, by
cffectively cnabling a party to challenge the reasonableness of a rail rate in cases where a full
stand-alone cost presentation 1s "too costly, given the value of the case " 49 U.S C 10701(d)(3)

In hght of that statutory requirement, the $1 million ehgibility threshold is clearly ro0
low In establishing that requirement, the Board assumed that a Three-Benchmark case would
cost only $250.000 to hugate The $1 million eligibility limit was chosen to provide a potential
complainant with a proper "nsk factor " See. Simplified Standards at 31-32 But the ingation

tactics employed by CSXT 1n this case — which has invelved a CSXT Motion to Dismuss, a
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CSXT Motuion to Hold 1n Abeyance, a CSXT Motion for Clantication, and the need for DuPont
to file a Motion to Compel — suggests that the Board's estimate of the cost of a Three-Benchmark
case may be significantly understated DuPont notes that a number of entities have asked the
Board to revise the ehigibility limits upward See, Petition for Reconsideration filed by Interested
Parties on October 12, 2007 in Ex Parte 646 (Sub-No 1), pp 2-12

The Three-Benchmark "Presumption.” CSXT objects to the Three-Benchmark
“presumption” that an adjusted R/VC ratio denved from a group of comparable movements
establishes a maximum reasonable rate  CSXT characterizes the Board's Simplified Standards
decision 1n this respect as a “mechanical application” of 2 formula CSXT 1s wrong The
Board's decision in Simplified Standards makes clear that, 1f the challenged rate 1s above a
reasonable conlidence 1nterval around the estimate of the mean for the adjusted comparison
group, 1t will be "presumed unreasonable " In such cases. the maximum rate will be prescribed
at that boundary level, but only "absent any ‘other relevant factors' " Simplified Standards at 21
[emphasis added] Thus, the Board 's decision in Stmplified Standards makes clear that the
presumption will apply only where there 1s no other evidence of reasonableness The Board's
decision does not indicate that "other relevant factors" will be considered on something other
than an "equal footing" with the evidence on comparability, as CSX'| incorrectly charges CSXT
Op Ev,p 11 The Board's requirement that “other relevant factors” be quantifiable 1s a
reasonable one, and not challenged by CSXT See., Simplified Stundards at 22

Movement-Specific Adjustments to URCS. CSXT reiterates the railroad
industry's oft-expressed objection to the Board's decision to permit no movement-specific
adjustments 10 URCS vanable costs While DuPont strongly believes that the actual vanable

costs of the 1ssue movements are far below the costs produced by URCS, DuPont also believes
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that the Board's decision to allow no movement-specilic adjustments 18 particularly appropriate
in Three-Benchmark cases CSX'l 1s flatly incorrect in arguing that many movement-specific
adjustments "can be made with little litigation cxpense " CSXT Op Ev at 11 As the Board has
found, allowing such adjustments would drive the cost of these cases up to patently unacceptable
levels See, Simplified Standards at 84

Moreover, CSXT's critique 1n 1ts Opening Evidence, p 11, makes no mention of the fact
that, 1if movement-specific adjustments were made to the cost of the 1ssuc movement, then
movement-specific adjustments also would have to be made to the cost of the comparable
movements, so as not to distort the companison But as the Board correctly pointed out 1n
Simplified Standards, if the movements were similar, "they would likely get similar adjusiments,
which could cancel these adjusiments out " Simplified Standards at 84 [citation omitted]

Product and Geographic Competition. CSXT's objcction to the Board's refusal to

consider evidence of product and geographic competition attempts to resurrect an 1ssue that was
settled a decade ago in Market Dominance Determinations—Product and Geographic
Competition, 3 S T B 937, 949 (1998), aff'd Assoc of Amer RR v STB,306F 3d 1008 (D C
Cir 2002) ("P&G Compention”) The Board concluded that the statute does not require 1t to
consider product and geographic competition, id al 946, and that to do so would impose
substantial burdens on both the partics and the Board, 1/ at 947 Indced, the Board noted that
consideration of product and geographic competiion imposes burdens on the Board "that extend
the processing of ratc cases," id , a consequence that 1s anathema to the statutory requirement of
a simplificd and expedited method for determining the reasonableness of challenged rail rates.

49 USC § 10701(dK3)

10
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The Board also expressed concern that consideration of product and geographic
competition requires it "to address complex non-transportation i1ssucs . thus sigmficantly
complicating and prolonging an analysis of the record," and requinng it "to 'second guess'
shipper management" about 1ssucs beyond the Board's expertise  P&G Competition, at 947 The
Board expressly cited examples of prior cases in which 1t was required to determine whether a
paper manufacturer could alter its production process to use a difterent type of wood and
whether the end users of aluminum containers could switch to plastic or glass /d

The Board also noted that the minmimal harm to railroads of excluding evidence of product

and geographic compctition was outweighed by the harm 1t would causc to shippers

When cffective product and geographic competition 1s present but

difficult to demonstrate, the carrier will be no worse ofl 1f the

cilectiveness of this competition 1s determined by a complicated

antitrust-type markct dominance analysis or confirmed by the rate

reasonableness analysis  Conversely. 1f there 1s not effective

competition, then a protracted cxamination of product and

geographic competiion, followed by an expensive and time-

consuming rate analysis, works to the detriment of all parties

Only if the prospect of such an oncrous regulatory process deters

the filing of a rate complaint would the railroads benefit

However, the market dominance requirement should not be used as

a htigation weapon, and Congress certainly docs not intend for 1t to

be used to chill pursuit of legitimate rate relicf as envisioned under

the statute
Id , note 60 In addition, the Board noted that, "if there are product and geographic competitive
alternatives that are obviously effective, a shipper would be unlikely to pursue a regulatory rate
challenge " Id at 948

The cvidence 1n this case also is that product and geographic competition has had hittle to

no effect upon CSXT's pricing of DuPont traffic Exhibit A, titled "DuPont Contract Fact

Sheet,” 1s an internal CSXT document prepared after the breakdown 1n contract negotiations with

DuPont ‘The last bullet on the third page (CSX-ALLHC-005746) states, || NG
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Finally, tremendous consolidation 1n the rail industry has rendered product and
geographic competition much less effective than 1t may once have been Since there 1s
effectively a ratlroad duopoly 1n the eastern and western halves of the country, the odds are quite
high that a potential source of product or geographic competition also 1s served by the same
raillroad. Morcover, as long as the 1ssue commeodity or the substitute commodity must move by
rail to or from a point served by the defendant railroad, such product or geographic competition
cannot be described as "effective "

Alleged Regulatory Lag.  CSXT argues that the Board has failed to adequately
address the alleged "inherent bias” caused by using rates from 2002-2005 to judge the
reasonableness of a ratc 1n 2007-2008. CSXT 1s wrong See infra at pp. 33-35 1n Simplified
Standards, the Board correctly noted that an adjustment to rail costs 1s not necessary, since,
because the Three-Benchmark approach focuses on R/VC ratios where price levels are reflected

in both the numerator and denominator, the effect of price shifts associated with inflationary

2 All shaded wxt 1s CONFIDENTIAL and HIGHLY CONFIDLNTIAL mformation that has been redacted from the
pubhc version of this pleading

3 For example,

1he fact that
DuPont may obtan a lower transportation cost due to the shorier distance 1s a factor attributable to CSX I's Jower
cost, not to competition CSXT cun charge a lower rate and stll eam the same or even a greater R/VC ratio on the
alternate movement

12
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increascs 1s largely olfset Simplified Standards at 85. And, the Board also correctly ruled that a
revenue adjustment 1s not appropniatc  /d

Moreover, 1t would not be proper to adjust the maximum rate to account [or an alleged
lag, without also recalculating the RSAM and R/VC>180 ratios, to account for the same lag
Thus 1s because alleged revenue increases by a carnier in any intervening time period would, all
other lactors being equal, shrnink the shortfall to revenue adequacy, thereby decreasing the
RSAM The R/VC>180 may increase as well, 1f the carrier has raised rates on traffic with a
revenue to cost ratio of more than 180 percent A decrease in the RSAM (whether or not
accompanted by an increase in the R/VC>180) would reduce the "cxpansion ratio” (the ratio of
the RSAM to the R/VC>180), thercby in turn reducing the presumed maximum reasonablc rate
CSXT's attempt to "fully reflect[] current market rates” without currently reflecting ail the
factors that go into the maximum reasonable rate calculation, 1s simply an attempt to "pick and
choose” those parts of the process that arc — at this moment 1n time — most favorable to it

Finally, the Board has consistently and correctly determined 1n prior cases that the use of
a four-ycar average was desirable "given the cyclical nature of railroad traffic,” the need to
“smooth out annual vanations," and to "minimzc the impact of any year that may have been

aberrational for that carmer "

CSXT's methodology has the cflect of elevating the importance of
the current year's rates 1n a five-year rate prescription, no matter where the current year 1s in the
rail cconomic cycle

Sources of Information. Finally, CSXT objects to the Board's ruling that parties to

Three-Benchmark cases must base therr selection of a companson group and any advocacy for a

* See McCartv Farms v Burhngton Northern inc ,41C C 2d 262 (1988), rev'd on other grounds, Burlington
Northern RR Co v ICC,985F 2d 589 (D C Cir 1993), South-West RR Car Purts Co v Missouri Pac RR Co,
Docket No 40073, 1988 ICC LEXIS 370, *14 (Dec 1, 1988), Rate Guidelines—Non-Coal Proceedings, 1 STB
1004, 1032-33 (1996)

13
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particular comparison group solely on Waybill Sample data releascd to the partics or other
publicly available information The Board's restriction 1s an cminently reasonable limitation to
prevent Three-Benchmark cases from drowning 1n discovery, a resuli that would be contrary to
the Congressional requirement for a "simplified and expedited" method for determining the
reasonableness of rates when a full stand-alone cost presentation would be too costly. given the
value of the case.

III. CSXT HAS NOT FOLLOWED THE BOARD-MANDATED PROCEDURES FOR
CALCULATING VARIABLE COSTS

In 1ts Opening Evidence, DuPont calculated the vaniable costs of the 1ssue movements
using the Board's Uniform Railroad Costing System ("URCS") Phase 111 cost program without
adjustments, as required by the Board's October 30, 2006 decision 1n Ex Parte No 657 (Sub-No.
1), Mayjor issues in Rail Rate Cases CSXT followed the same procedures with one exception
that accounts for the difference from the vanable costs calculated by DuPont

The difference 1s 1n the loaded miles mput to URCS  Whereas CSXT used loaded miles
from 1ts internal records. DuPont used the loaded miles gencrated from the PC*Miler|Rail
program (version 10), which 1s from the same database used in the Waybill Sample Crowley
Reply V S at 5-6, Because DuPont has followed the procedures mandated by the Board, the
Board should use the DuPont vanable cost calculation Simplified Standards at 84 ("simplhified
guidelines can only be achicved by adhering strictly to the URCS model to calculate vanable

costs")

14
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IV. "FINAL OFFER" COMPARISON GROLP

Although DuPont and CSXT have agreed upon several relevant factors 1n selecting their
initial companson groups, there are several fundamental differences The common factors
applied by both parties are car type (¢ g tank cars for the Ampthill Movement and covered
hoppers for the Duart and Washington Movements), private car ownership; CSXT originated and
terminated movements, and movements with an R/VC > 180 After carefully considering the
other factors apphed by CSX'I, DuPont believes that, with two modifications noted 1n this Reply
Evidence below, 1ts imitial comparison groups for each of the 1ssuc movements are the "most
similar 1n the aggregate to the 1ssue movements " Simplified Standards at 18

DuPont witness Crowley compares the imtial companson groups of DuPont and CSXT
for cach of the three 1ssue movements See Crowley Reply V.S. at 9-1]1 and Exs 1DC-10, 11
and 12 He then reviews and critiques each of the criferia applied by CSXT to select 1ts iniual
comparison groups /d at 11-22 Finally, Mr Crowley explains the modifications that DuPont
has made to its "final ofter" comparison groups and presents each group in Exhibits TDC-16, 17
and 18 /fd at23-24.

As discussed 1n detail below. the DuPont "final offer” comparison groups for the
Ampthill, Duart and Washington Movements consist of the followmng

Ampthill Movement

1. The DuPont initial companson group,

2 less any STCC not listed in CSXT tanff 28211,

3 less the movements originated or terminated by a short-line or switching carrter
based on the Freight Station Accounting Code ("FSAC") information reported in the Costed

Waybill Sample
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Duart and Washington Movements

1 'The DuPont imit1al comparison groups for each lane,

2 less any S I'CC not listed in CSXT tani1'28003,

3 less the 1ssue movements for each lane, as identified by CSXT

A, CSXT Factors Accepted by DuPont

In 1ts "final ofler" comparison groups. DuPont has accepied, either partally or
completely, three factors applied by CSXT These factors concemn the selection of comparable
commoditics, the identification of 1ssue traffic, and the exclusion of movements that are

originated or terminated by a switching or short-line carner

1. DuPont has narrowed its "'final offer" comparison groups to
commodities in CSXT Tariffs 28003 and 28211

In 1ts Opening Evidence, DuPont did not apply STCC as a selection criteria 1n any of its
three imtial comparison groups CSXT, however, applied the 5-digit STCC 28211 to the
sclection of comparable traffic for the Ampthill Movement and applied all STCCs histed 1n
CSXT Tanff 28003 to the selection of comparable traffic for the Duart and Washington
Movements. DuPont has narrowed 1ts "final offer" comparison groups for all three movements
based upon partial acceptance of CSXT's critenia  Crowley Reply V S at 13-14

DuPont accepts CSXT's narrower companson group for the Duart and Washinglon
Movements bascd upon all 8 1CCs listed in CSXT Tanit 28003 As CSXT notes, 1t "includes
these commodities 1n the same tanff, 1n 1ts normal course of business, because of their common
characteristics. uses, and markets * CSXT Op Ev at 21 DuPont agrees with CSXT that
"[bJecause of the similarity of the commodities contamned 1n CSXT-28003, demonstrated 1n
CSXT's grouping them in a single tanft for business reasons," those commodities are an

appropriatc comparison factor for the Duart and Washington Movements /d at 22 Therefore,
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DuPont has narrowed 1its identification of comparable commodities for the Duart and
Washington Movements to thosc commoditics in CSXT l'anff 28003

Although DuPont rejects CSXT's usc of the 5-digit STCC 28211 for the Ampthull
Movement as too narrow, DuPont believes that CSX'T's rationale for selecting comparable
commodaties for the Duart and Washington Movements should be applicd to the Ampthill
Movement CSX'I prices the transportation of synthetic plastic powder in CSXT Tanff 28211,
which mcludes STCC 28211 and s1x other STCCs at the 7-digit STCC level ° Thus, 1t 1s
rcasonable to conclude that, as with CSX'T' Tan(T 28003, CSXT "includes thesec commodities in
the same tanff, in its normal course of businecss, because of their common characteristics, uses,
and markets " Jd at2l Therefore, DuPont has narrowed its idenufication of comparable
commeodities for the Ampthill Movement to those commodities in CSXT Tanft' 28211

2. DuPont has accepted CSXT's criteria for identifying the issue

movements for exclusion from its "'final offer’ comparison group

Although both DuPont and CSXT cxcluded the i1ssue traflic from their imtial comparison
groups, they employed different methods to 1dentfy the 1ssue traffic in the Waybill Sample.
CSXT 1dentified movements as "i1ssuc traffic" based on onigin, destination and STCC code
DuPont identified "1ssue traltic" as movements in DuPont {DUPX) cars l-Jpon review of
CSXI"s evidence, DuPont accepts CSXT's identification of 1ssue movements and has omitted
these movements from its comparison groups Crowley V S at 12-13 This change affccts only
the Duart and Washington Movements.

llowever, DuPont disagrees with CSXT's methodology lor exclusion of the issue
movements from the companson groups J/d CSXT excludes both the Duart and Washington

Movements from its single comparison group for both movements But only the Duan

* These other STCCs are 2815130, 2818066, 2818606, 2818662 and 2821221
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Movements should be excluded as 1ssuec movements from the Duart comparison group and only
the Washinglon Movements should be excluded as 1ssuc movements from the Washington
comparison group

CSXT concedes that "[1]t makes little sense to 'compare’ the current rates charged on
issue trafTic with histonical rates on that same traffic, as the overarching purpose of thc Three
Benchmark approach 1s to compare the 1ssuc rates with rates charged for other simlar traffic *
CSXT Op Ev at 22 [underline added, italics in original] But CSXT's methodology violatcs 1ts
own principles by excluding non-1ssue movements from the Duart and Washington companson

groups, when such movements should be included as "other similar traffic "

3. Although DuPont disagrees with CSXT's rationalg, it has cxcluded
from its "'final offer" comparison group movements that are
originated or terminated by a switching or short-line carrier

CSXT has not otlered a proper justification for cxcluding movements that were
oniginated or terminated by a short-hine or switching carner, cven though they are reported 1n the
Waybill Sample as "CSXT Local" movements Unlike joint line movements, these movements
are priced by CSX'T, and they are costed from origin to destination as CSXT movements. Thus,
{or purposes of identifying comparable movements from the Costed Waybill Samples, there 1s no
difference between these movements and those that are originated or terminated by CSXT

Nevertheless, CSXT claims that the use of its system-average URCS varnable costs for
the portion of the movement served by the short-line does not produce a R/VC reflective of
CSXT's expericnce, and thus does not provide a comparable basis for evaluating the challenged
rates CSXT Op Ev.at 17 DuPont disagrees with CSXT's exclusion of these movements for

the following rcasons
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First, CSXT claims that 1t can identify movements in the Waybill Sample that onginate
or terminate on a switiching carmer or short-line by whether the FSAC begins witha "6 " DuPont
has been unablc to corroborate this claim Crowley Reply V S at 19

Second. because CSXT has pricing authornity from the switching or short-line carrer, 11
sets rates lor the entire origin-destination movement as if 1t were a singlc line movement
Indeed, CSXT often has an ownership interest in these carriers, such as Conratl  Furthermore,
many of these types of movements arc subject to paper barners that allow CSXT to set rates as 1f
they were single-linec movements

Third, 1f the Board considered these movements other than CSXT local, 1t would apply
regional unit costs to the non-CSXT portion of the movement and CSXT unit costs to the CSXT
portion, and classify the movement as interhne. These costs would clearly be greater than the
costs for a local move because of the introduction of interchange costs for both railroads and the
resulting R/VC ratio would be lower Jd at 19-20. Thus. by accepuing the Waybill Sample's
determination that these movements are "CSXT local,” DuPont has been conservative 1n 1ts
approach

Despute its disagreement with CSXT's exclusion of movements that originate or terminate
on a swilching or short-line carrier, DuPont has excluded those movements from 1ts "final offer"
comparison groups because their exclusion has a mymmal effect upon this case. DuPont only
had two such movements 1n 1ts companson group for the Ampthill Movement and none for the

Duart and Washington Movements
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B. CSXT Factors Rejected by DuPont

1. DuPont has adopted far more reasonable distance parameters than
CSXT

Although CSXT and DuPont both applicd a distance criteria 1n their intial selection of
comparable movements, DuPont has applied a far more reasonable standard to 1dentify
movements most similar in the agpregate to the 1ssuc movements DuPont rounded the issue
movement mileage to the nearest 50 miles and sclected movements that [ell within a range of
150 miles on either side of that number Crowley Reply V S at 20 DuPont performed this
analysis for each of the threc 1ssuec movements 1n order to obtain the most comparable traffic
based upon distance for each movement In contrast, CSXT ncluded every movement with a
distance greater than 200 miles

CSXT's much broader mileagce range includes many movemenis that clearly are not
comparable 10 the 1ssuc movements For examplc, although the Ampthill Movement travels
772 1 loaded miles, CSXT includes movements with as few as 209 miles, or only 27% of this
distance, and as ma;ly as 1740 mules, or morc than twice this distance Jd at 21 Similarly,
although the Duart and Washington Movements travel 591 5 and 589 9 loaded mules,
respectively, CSXT includes movements with as few as 216 miles, or less than 37% of this
distancc, and as many as 1454 mules, or ncarly 2%z umes this distance Xd, Exs TDC-11 & 12

CSXT's assertion that "the most sigmificant cffects of length of movement on varnable
costs and revenues are found 1n the difference between relatively short hauls, on the one hand,
and medium and longer distance movements, on the other hand,” CSX1 Op Ev at 17,1s
unsupported by the facts DuPont witness Crowley 1llustrates the impact of distance upon costs
in his Venified Statement at Ex. TDC-15, which plots the vanable cost per ton-mile in 50-mile

increments for a common comparable movement selected by both CSXT and DuPont for each
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1ssue commodity Crowley Reply V S at 21-22 By extending 1ts mileage boundaries around
the 1ssue movements by scveral hundred miles beyond those chosen by DuPont, CSXT has
included a much greater variation 1n the costs of providing service /d at 22,

At the 200 mile threshold sclected by CSXT, the cost curve is still very steep For
example, a I¢ drop 1n the cost per ton-mile occurs between 200 and 350 mules, a span of only
150 miles But the next 1¢ drop 1n the cost per ton-mile occurs between 350 and approximately
1350 mules, a span of 1000 miles The much narrower DuPont mileage range for selecting
comparable movements 1s on this relatively flat part of the cost curve For example, Exhibit
TDC-15 shows that CSXT's vanablc cost range is form $0 04072 to $0 01983 per ton-mule,
whercas the DuPont range 1s from $0 02500 to $0 02238 per ton-mile /d This shows that,
holding all other factors constant, shorter haul movements will have higher rates (measured on a
mills per ton-mile basis) than longer haul movements /d

By mncluding only movements that are 150 miles longer or shorter than cach 1ssue
movement, DuPont has identified traffic that 1s far more similar in distance to the 1ssue
movements than CSX1 has identified Theretore, DuPont continues to adhere to the distance

criteria in its opening evidence

2. CSXT has inappropriately excluded movements on the unsupported
assumption that fucl costs were not recovered

CSXT has excluded all movements with no charges n the "Miscellancous Charges” field
of the Waybill Sample on the unsupported assumption that this indicates that fuel costs were not
recovered DuPont believes that this 1s an inappropriate exclusion of otherwise comparable
movements for scveral different reasons

First, the absence of a valuc 1n the "Miscellaneous Charges” ficld does not necessanly

mean that CSXT did not receive a [uel adjustment on that movement CSXT has not presented
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any cvidence that it reports fuel surcharges 1n this field or that fuel surcharges are the only
monies recorded n this field Crowley Reply V S at 15

Second, fuel costs can be accounted for in different ways But, CSXT creates the
impression that 1t was not compensated for increasing fuel prices if there 1s no value in the
"Miscellaneous Charges” field of the Waybill Sample. For cxample. because tanfl rates can be
increased on 20 days notice, changing fuel costs can be captured in the line-haul rate without a
fucl surcharge In addition, many rates are adjusted by the Rail Cost Adjustment Factor, or some
variation, that includes changes in fuel costs Id at 15-16 Exhibit TDC-13 shows that the fuel
component of the RCAF incrcascd at a faster rate than EIA's U S No 2 Diesel price from 1Q02
to 1QU8 Thus, even 1f there was no scparatc {uel surcharge, a rate adjustment mechanism, such
as the RCAF, would have captured the increase in CSXT's fuel costs /d at 16

Third, cven 1f CSXT did not assess a fucl surcharge on a particular movement, that was a
market-based decision by CSXT, and thus 1s properly included in the companson group. The
same would be true of any other market-based decision and CSX'T has not offered any rationale
for trcating fuel differently

Fourth, CSXT claims that traffic without a fuel surcharge from 2002-2005 was under-
recovering fuel costs relative to other traffic  However, by CSXT's own admission, dunng that
period 1t was over-recovering fuel costs on traffic subject to a fuel surcharge based upon a
methodology that the Board subscquently declared to be an unrcasonable pracuce Rail Fuel
Surcharges, S1B Ex Parte No 661, (served Jan 26, 2007) As noted in that Board dccision,

CSX1 admutted that "its fuel surcharge program ‘is designed to recoup CSXT's increased overall

fuel expenses to ensure adequate revenues ™ Id at 6, quoting CSX 1 Comment at 18 [emphasis

added] But the Board rcjected CSX'T's rationale, stating
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the fact that a railroad may not be able to recover 1ts increased fuel

costs from some of 1ts traftic  docs not provide a reasonable basis

for shifting those costs onto other traffic in this manner We

believe that imposing rate increascs in this manner, when there 18

no rcal correlation between the rale increase and the increase in

fuel costs for that particular movement to which the surcharge 15

applied, 1s a misleading and ultimatcly unrcasonable practice
Id at 7. Thus. by C8XT's own admission, traflic assessed a fuel surcharge from 2002-2005 was
overcharged for changes 1n the cost of fuel to account for traffic that did not pay a fuel surcharge
Since 1t 1s not practical to exclude both types of traffic from a comparison group, a fair and
reasonablc response 1s to include both types of trafTic, allowing the conceded over-recovery of
[uel on the one type of movement to offset the alleged under-recovery on the other The average

R/VC ratio of this comparison group then should be similar 10 what it would have been if fuel

were properly accounted for in both types of movements

3. CSXT has not offercd any rationale for excluding multiple car
movements

In Simplified Standards, p 17, the Board observed that, because 1t 1s "comparing mark-
ups over variable cost to determine the reasonable level of contribution to joint and common
costs for a particular movement [, m]Jovements with different cost characteristics may be
included 1n the comparison group " By way of example, the Board noted that "there 1s no rcason,
a priort, (o presume that the R/VC ratios  should be different” between single car, multiple car,
and unit train movements Despite this presumption of comparability between such movements,
CSXT has included only single car movements in 1ts comparison group

In contrast. DuPont included multiple car and unit train movements 1n its imtial
companson group based upon the Board's a priorr presumption  CSX'T, however, has not
offered any evidence to rebut the Board's presumption despite being given fore-knowledge of

that presumption 1n Simplified Standards Any CSX'T attempt to offer such evidence 1n its Reply
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or Rebuttal evidence 1n this case would constitute nappropnate "sandbagging," since DuPont
would not have the opportunity to adjust its "final offer" comparison group to account for any
CSXT argument that DuPont might consider valid Therefore, the Board should accept the
inclusion of multiple car movements as being most similar to the 1ssue movements

In any cvenl, this is a minor 1ssue for DuPont 1n this case  The DuPont "final offer”
comparison groups for all three 1ssue movements do not include any unit train movements
Moreover, there arc only four multuiple car movements 1n the Ampthill Movement comparison

group Crowley Reply VS at 18

4, CSXT inappropriately excludes other CSXT movements that
originate or terminate in Canada

CSXT wrongly concludes that movements that originate or terminate 1n Canada are not
comparable due to diffening laws, regulatory requirements and costs in Canada CSXT docs not
attempt 1o idenuly or explain the magnitude of those differences or their impact upon 1ts
revenues and costs DuPont submits that CSXT's movements for only very short distances into
and out of Canada do not creatc the apples-to-oranges comparison problems that CSXT
Insinuates

First. CSXT does not have extensive operations in Canada Any cross-border movements
that onginate or terminate 1n Canada travel in Canada for only a very short portion of the total
origin 1o destination route  The longest move 1n Canada from any of the three DuPont "linal
offer" comparison groups 1n this case 1s 42 4 miles and accounts for no more than 7 1% of the
total length of movement Crowley Reply V S at 17 and Ex TDC-14 Many of these
movements 1n the DuPont “final offer" groups move less than 5 miles in Canada and are less

than 1% of the total length of haul /d Thus. to the extent there 15 any difference between
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CSXTI's costs in Canada versus the United States, those difierences will be very small relative to
the total movement costs

Second, 1t 1s inappropnate 1o exclude these Canadian movements because the Board
includes them 1n the Waybill Sample and 1n 1its calculation of the RSAM and R/VC > 180
benchmarks /d at 17 The vanable costs in the Waybill Sample cover the movement from
origin to destination, even If those points are in Canada, and the revenues are for the entire
movement fd For purposes of the RSAM and R/VC>180 calculations, the Board treats these
movements as domestic U S movements Jd Thus, 1n order to maintain consistency between all
three benchmarks, they must be based upon the same umiverse of traffic

Finally, CSX 1 does not consistently apply 1ts own criteria  CSXT included nine
movements 1n its initial companson group for the Ampthill Movement that originate 1n Canada
Id at 17 and Ex TDC-14 Bcecausc DuPont also included those movements 1n 1ts mniial
comparison group, they must be included 1n both party's "linal offer" groups Thercfore, DuPont
has retained traffic that onginates or terminates 1n Canada as part of its "final offer" comparison
group

C. The DuPont "Final Offer"” Comparison Groups Have Density Ranges That
Are Comparable to the Issue Movements

Neither DuPont nor CSXT included density as a factor in the selection of their initial
comparison groups due to the uncertainty of whether they could use the density maps produced
by CSXT in discovery Now that the Board has clarified that the parties may use that data,
DuPont has conductcd a density analysis of the movements contained 1n its "final offer"
companison groups DuPont witness Crowley has calculated the weighted average density for
¢ach 1ssue movement and for cach movement 1n the "final offer” comparison groups and

presented the results in Exhibits TDC-16, 17 and 18 Crowley Reply V S at 25-28 These
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analyses demonstrate that the DuPont "final offer" companson groups are comparable in density
with each of the 1ssue movements.

As shown 1n Ex TDC-16, the weighted average density of the Ampthill Movement 1s
74 0 million gross tons per mile ("MGT/mile") The companson group movements have a range
of weighted average density from 20.1 to 112.4 MGT/mule. Furthermore, the movements at the
high and low ends of this range also were included in CSXT's imtial companson group, which
mcans they must be included 1n both party's "linal offer” groups Therefore, the DuPont "{inal
offer" comparison group will have at least the same range of density as CSXT's group

As shown 1n Ex TDC-17, the weighted average density of the Duart Movement 1s 52 5
MGT/mile. The comparison group movements have a range of weighted average density from
24 510 96.8 MGT/mile The movements included by both DuPont and CSXT in their initial
comparison group, which thus must be included in their "final offer” groups, have a range of
weighted average density from 32 1 10 96 8 MGT/mile All but three movements 1n the DuPont
"final offer" companison group fall within this range Therefore, with the exception of these
three movements out of a group of 154, the DuPont "final offer" comparison group will have at
lcast the same range of density as CSXT's group

As shown 1n Ex. TDC-18, the weighted average density of the Washington Movement 1s
39 6 MGT/mile The comparison group movements have a range of weighted average density
from 24 5 t0 96 8 MG1T/mile I'he¢ movements included by both DuPont and CSXT in their
initial compartson group. which thus must be included in their "final offer” groups. have a range
of weighted average density from 32 1 to 96 8 MG'T/mile All but three movements in the

DuPont "final offer" comparison group fall within this range Therefore, with the exception of
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these three movements out of a group of 148, the DuPont "final offer" comparison group will
have at least the same range of density as CSXT's group

All of the above density ranges reflect comparable movements based upon density
thresholds used by the Board When evaluating track and traffic conditions 1n Annual Report
Form R-1, Schedule 720, the Board requires each Class I railroad to group these characteristics
by density category ‘I'rack category A (the most densely traveled rail lines) groups together all
lines with 20 MGT/mule or higher Crowley Reply V S at 27 Additionally, 1n Schedule 416,
the Board also requires that Class [ railroads calculate road property depreciation rates by the
same density catcgory /d at 27-28 Each DuPont comparable movement falls within the
highest density category used by the Board, as do the issue movements /d

V. "OTHER RELEVANT FACTORS"

CSXT has made two adjustments to the maximum R/VC ratios produced by applying the
Board's formula to CSXT's initial comparison group One adjustment 1s to correct an alleged
error 1n the Board's RSAM calculation and the other 1s to adjust the R/VC ratios of the
comparable traffic to 2007 "market” levels  Although CSXT does not consider these adjustments
to be "other relevant factors," 11 concedes that its evidence might be considered under that label
CSXT Op Ev. at 30 Because DuPont agrees with CSXT's statement that the quantified effects
of 1ts adjustments would be the same regardless of when 1n the process they are applied, id , the
1ssuc of whether or not these adjustments constitute "other relevant tactors” is moot  For the
purposc of responding to CSXT, however, DuPont 1s addressing both adjustments as "other
relevant factors "

A. The Board Should Reject CSXT's RSAM Adjustment

CSXT has 1dentificd an alleged "flaw" in the Board's RSAM calculation that 1t attcmpts

to correct  Specifically, CSXT claims that, because the RSAM revenue shortfall 1s calculated
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after all taxes have been paid, the revenues needed 10 make up that shortfall also must be
calcufated after taxes in order for CSX T to achieve revenue adequacy. CSXT Op. Ev. at 23.
DuPont witness Crowley 1dentifies two fundamental problems with CSXT's adjustment Furst,
CSXT erroneously apphes 1ts statutory tax rate to adjust the revenue shortfall for taxes Crowley
Reply V S at 33-34 Second, because the vanable costs used to calculate the RSAM and
R/VC>180 ratios include an over recovery of income taxes, they in fact understate the size of the
R/VC >180 traffic and artificially increase the revenue adequacy adjustment factor Jd at 35-36

Finally, this case 1s an improper proceeding to make changes to the RSAM calculation.

1. CSXT does not pay the statutory tax rate
CSXT's adjustment of the RSAM for taxes wrongly assumes that CSX I pays the

statutory tax ratc, when its cffective tax rate 1s much lower. This error causes a substantial and
unjustilied increase in the expansion ratio (the factor resulting from dividing the RSAM by the
R/VC>180)from 12410138 CSXT Op Ev at 24 Thus, CSXT has vastly overstated the
impact of the alleged flaw

‘The effective tax rate 1s the amount of tax paid when all other government tax offscts or
payments arc applicd. divided by the tax base Factors such as deferred income taxes, tax-loss
carry-forwards and carry-backs, and governmental tax credits can drive the cffective tax rate well
bclow the statutory rate Crowley Reply V 8. at 33  CSXT 1s no exception. DuPont witness
Crowley shows that CSXT's effective tax rates were well below its statutory rates from 2002
through 2005 /d

Ideally, the proper tax rate to apply 1s ncither the effective nor the statutory rate, but
CISXT's marginal tax rate. which 1s hikely to be somewhere between the effective and statutory
rates However, the Board would need a complete sct of CSX'T"s income tax returns from 2002

through 2005 to determine CSXT's marginal tax rate for that time period. /d at 34 Since
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CSXT, which 1s the solc source of that information, has choscn not to place it in cvidence, the
Board should apply CSXT's effective tax rate, 1f it clects to makc any adjustment at all  Since all
taxpayers strive to minimize their tax hability, 1t also 1s reasonablc to presume that CSXT's
marginal tax rate is much closer to its effective than 1ts statutory tax rate

The selection of the tax rate has a substantial impact upon the Board's expansion ratio of
1 24 for CSXT without any adjustments Whereas the statutory tax rate produces a sizeable
increasce 1n the expansion ratio up to 1 38, CSXT's effective tax ratec would increasc the
expansion ratio onlv modestly to 1 26 Jd , Ex TDC-19 Although DuPont does not believe that
any adjustment 1s necessary or appropnate for the reasons given 1n the next two sections, 1f the
Board decides to make any adjustment, 1t should rely upon CSX'T"s effective tax rate, not its

statutory tax rate

2. URCS overstates the necessary recovery of taxes to achieve revenue
adequacy

DuPont believes that no adjustiment to RSAM 1s necessary because URCS overstates the
tax component 1n variable costs by using the statutory tax ratc  URCS includes a vanable return
on investment ("ROI") component calculated using a pre-tax weighted-average cost of capital
("WACC") based on the federal statutory 1ax rate of 35 percent, which explicitly adds variable
costs to each movement 10 cover the railroad’s hypothetical tax burden Crowlcy Reply V S at
35 However, as explained above. actual tax expenses are much lower than the statutory rate due
to offsets and creduts.

For example, as demonstrated in the preceding scction, CSXT's effective tax rate 1s much
lower than 1ts statutory tax rate  Taking 2005 as an example, Mr Crowlcy shows that CSXT

booked $220 million 1n tederal taxes, but URCS implicitly included $748 million to cover taxes
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mherent 1n the vanable return on mvestment calculation J/d, Ex TDC-20 In other words,
URCS 1included taxes that were more than three times CSXT's actual income tax expense

This impacts the RSAM revenue adequacy adjustment factor because the Board uses
URCS variable costs, along with revenue statistics, 10 1dentify movements to include in the R/VC
>180 sample group und the resuling Revenue >180 calculation. By overstating vanable costs,
URCS effectively excludes movements from the R/VC>180 sample group, which lowers the
Revenue>180 figure Correcting the URCS vanable costs for this tax recovery overstalement, by
using CSXI's cffective tax rate, would increase the number of movements 1n the R/VC>180
sample group, and thereby increase the total Revenue>180 /d at 35-36 I'his would produce a

more accurate revenuc adequacy adjustment factor

3. This proceeding is an inappropriate forum to change the RSAM

The Board revised the RSAM 1n Sumplified Standards, alter an exiensive penod for
public noticc and comment During four rounds of comments and a public hearing, neither
CSXT nor any other party 1dentified the alleged Maw that CSXT urges the Board to correct in
this proceeding It would be mnappropnate for the Board to use this proceeding between just
CSXT and DuPont to change the RSAM methodology that was thoroughly vetted in a notice and
comment rulemaking proceeding

As DuPont has demonstrated above, there are a mulutude of countervailing factors that
must be considered before declaring the existence of a flaw in the RSAM methodology and
precisely how 1o fix such a flaw DuPont belicves there 1s no flaw, because there 1s n fact no
under-recovery of actual taxes  If anything, DuPont believes there is an overstatement of taxes,
and the resulting revenuc shortfall Moreover, even 1f there 1s a flaw, the fix 1s to usc the
cffective, not the statutory, tax rate. The Board, however, should not determine the existence of

a flaw within the narrow confines of this proceeding  Rather, the Board should apply the RSAM
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that 1t adopted after extensive public notice and comment and direct CSX'T 10 raise the alleged

flaw 1n a petition to rcopen Simplified Standards

B. CSXT's "Market" Adjustment Is Neither Necessary Nor Appropriate

CSXT alleges that the cost and revenue data associated with movements from the 2002-
2005 Waybill Samples "does not provide a comparable basis for evaluating the R/VC ratios of
the challcnged rates, which were established in mid-2007...." CSXT Op. Ev at25 Therefore,
CSXT attempts to adjust the revenues and costs of every comparable movement to 2007 levels 1n
order to "account for the significant market changes and dynamics and railroad cost inflation for
the shipment of chemicals trafTic that have occurred throughout the last five-plus years " Id
‘These adjustments are neither necessary nor appropriate

CSXT's "market" adjustment to the maximum R/VC ratios of the comparable movements
should be rejected for three reasons  First, it undermines a fundamental objective of the Three
Benchmark approach to smooth out the impact of market fluctuations over time when comparing
the R/VC ratios of the 1ssue traffic with a companson group Sccond, CSXT has not presented
its cvidence objectively as required by Simplified Standards Third, CSX'T has not demonstrated

that the adjustments arc necessary to reflect changes in the market

1. CSXT's "market" adjustment undermines a fundamental objective of
the Three Benchmark approach

CSXI's fundamental error hes 1n 1ts assumption that the Board should cvaluate rate
reasonableness based upon a stalic pertod 1n time, 1 € , a specific calendar year But from the
very carliest permutations of the Three Benchmark methodology, the Board has stnived to follow

a multi-vear approach that smooths out market fluctuations over time
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In McCarty Farms v Burlington Northern Inc , 4 1C C 2d 262 (1988). rev'd vn other
grounds, Burlington Northern RR Co v ICC. 985 F 2d 589 (DC Cir 1993).° the ICC
reversed an earlier decision that made tentative findings based upon comparable traffic from only
a single year of waybill data

We agree that one year of data should not be used to establish a

standard which will have application to movements of trafTic for

many years The risk that data for any onc yecar could be non-

representative of the long-term trend outweighs any bencfit, 1n

terms of simplicity in developing a rate reasonableness standard, to

be derived from the use of a single ycar of data
Id at277 For the purposc of prescribing future rates, the ICC declared.

We believe that the best approach to establishing a standard that

can be uscd to determine the reasonableness of rates for any year,

including periods when data are not available, is to usc an average

of several years’ of data Evaluation of R/VC ratios over several

years tends to balance out cyclical fluctuations and provide a better

estimate ol maximum reasonableness from a long run perspective
Id See also South-West R R Car Parts Co v Missourt Pac R R Co , Docket No 40073, 1988
ICC LEXIS 370, *14 (Dcc 1, 1988) (The ICC combined 5 years of data "to smooth out cyclical
fluctuations ").

This precedent refutes CSXT’s assertion that the cost and revenue data associated with
movements from the 2002-2005 Waybill Samples "does not provide a comparable basis for
evaluating the R/VC ratios of the challenged rates, which were established 1in md-2007 "

CSXT Op Lv at 26 Precisely becausc of changes and tluctuations in market conditions over

time, the ICC concluded that a multi-year average of comparable rates was necessary to make the

® As aresult of the McCarry Farms remand, the ICC abandoned R/VC comp as the sole determinant ot
reasonableness, but proposed to continue using it in combination with RSAM and R/VC > 180 in Ex Parte No 347
(Sub No 2), Rure Gutdelines —Non-Coal Proceedings, 1995 1CC LEXIS 301, *11, *23-24 (served Dec 1995)
Even after the court remand n McCart Furms, the [CC cited to that decision as the example of how to apply the
R/VC comp benchmark as part of the newly-proposed three benchmark approach /d at *30-31,n 32 Thus,
McCuarty Furms clearly remamed a viable precedent tor that purpose both then and now
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best determmnation of a maximum reasonable rate over the long run. Because any rate
prescription will be for a 5 year period, 1t is important to prescribe a rate that 1s based neither
upon the peak nor the trough of the business cycle

When the ICC formally proposed the three benchmark approach in Ex Partc No 347
(Sub-No 2), Rate Gudelines—Non-Coal Proceedings, 1995 1ICC LEXIS 301 (Nov 22, 1995), 1t
added the RSAM and R/VC > 180 benchmarks 1n response to criticism of using the R/VC comp
benchmark alone Consistent with its decisions in McCarty Farms and South-West Car Parts to
draw comparable fraffic from multiple years of waybill data, the ICC deccided to usc a 4-ycar
average of the RSAM and R/VC >180 benchmarks "so as to smooth out annual vaniations and
minimize the impact of any year that may have been aberrational for that carner™ Rate
Guidelines—Non-Coal Proceedings, 1 ST B 1004, 1032-33 (1996)

CSXT's market adjustment would undermine the Board's carcfully considered dectsion to
use a 4-year average of all three benchmarks, by attempting to mark-up the R/VC ratios of the
comparable traffic to market conditions 1n a single year The rationale given by the Board 1n 1ts
earlier decisions — 1o use a 4-year average of the RSAM, the R/VC>180 and the R/'VC comp
figures 1n order to precvent the possibility that data from any onc year could be "non-
representative,” to "balance out cyclical {luctuations and provide a better cstimate of maximum
reasonableness from a long run perspective” and to "smooth out cyclical fluctuations" and
"aberrations" — is just as valid now as 1t was then CSXT notes that it has experienced 1ncreased
demand for rail services in recent years Yect, traffic data for 2007 shows that total volume for all
Class I railroads was down for the year 2 3 percent, and that CSXT volumes are down even
more, declining 3.4% for the ycar compared to 2006 (see Exhibit B) Moreover, there 1s

widespread concern that the U S. economy is heading into a recession. which could put further

33



PUBLIC VERSION

downward pressure on prices  Thus, CSXT's so-called "market” adjustment to 2007 R/VC levels

could have the cffect of "locking 1n” rates at their very peak for the next 5 years.

2. CSXT's "market" adjustments are not objective

In Simplified Standards, p. 77, the Board required a party introducing evidence of "other
relevant factors" to provide the Board with “"an objective, transparent means of adjusting the
maximum lawful rate upwards or downwards " The burden 1s upon the party requesung the
adjustment. By ostensibly indexing only the revenues and variable costs ot the comparable
group movements to 2007 levels, CSXT has hardly presented an objective means of adjusting the
maximum lawful rate ’

CSXT's adjustment 10 the revenues and vanable costs of only the comparable group
creates a mismatch among the three benchmarks. Crowley Reply VS at 38  Although the
Threc-Benchmark approach relies upon historic vanable costs and revenues 1o calculate all three
benchmarks, CSXT fails to account for the impact of its indexing upon the RSAM and
R/VC>180 benchmarks. What we arc left with afier CSXT's indexing are comparison movement
R/VC ratios that nominally have been indexed to 2007 price levels, and RSAM and Revenue
>180 ratios based on averages of 2002 to 2005 histonc rates and costs fd Consequently, while
CSXT purports to adjust the comparison group R/VC ratios to 2007 levels, 1t still applies the
"expansion ratio" (the factor resulung from dividing the RSAM by the R/VC >180) based upon
an average of the actual 2002-2005 cost and revenue data, even though higher R/VC rauos
indexed 1o 2007 levels would produce a lower expansion ratio that would require an offsetting

reduction to the maximum R/VC ratios for the 1ssue movements This comparison of apples and

? Although CSXT claims that its "market” adjustment 1s not an "other relevant factor," that clearly 1s not the case
See Simplified Stundurds, p 85 (In order to account for regulatory lag, "parties may present (as 'other relevant
factors'} evidence that the presumed maximum law{ul rate should be higher, or lower, duc to market changes not
reflected in the companison group or the average RSAM and R/VC >180 benchmarks ")
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oranges would allow CSXT to apply a much higher R/VC ratio to DuPont than would be proper
Because CSX| has made adjustments that only benefit 1tself, without considering the
countervailing effects of applying its adjustmenis consistently to all three benchmarks, these
adjustments can hardly be considered an objective and transparcnt approach

Furthermore, the inevitable offsetting effect 1s one of the reasons the Board rejected as
unnecessary and inappropriate a nearly identical proposal by BNSF to address the same
regulatory lag concerns expressed by CSXT Simplified Standards, pp 84-85 "Because the
Three Benchmark approach {ocuses on R/VC ratios (where price levels are reflected both 1n the
numerator and denomunator)," the Board concluded that "the ¢lfects of price shifts associated
with an inflationary increasc 1n costs should be largely offsct, lcaving the R/VC ratios
unaffected " fd at 85 WNor did the Board believe that a revenue adjustment was appropriate,
because the RSAM — R/VC >180 ratio also would change, potentially creating an offsetting

cffect to any rate increases or decreases attributable to regulatory lag. Id

3. CSXT has not demonstrated that its "market' adjustment is
necessary to reflect changes in the market

Although the Board rejected adjustments to rail costs and revenues as unneccssary and
inappropnate, Simplified Standards al 85, 1t neverthcless recognized at least the potential for a
regulatory lag cffect, and thus permitted the partics o “present (as 'other relevant factors')
evidencce that the presumed maximum lawful rate should be higher, or lower, due to market
changes not reflected in the comparison group or the average RSAM and R/VC > 180
benchmarks " [cmphasis added] CSXT, however, has proposed the same methodology
previously rejected by the Board precisely because the changes that methodology sought to
account for already were reflected in the three benchmarks CSXT has not demonstrated any

other market changes that are not reflected 1n the three benchmarks
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Although CSXT shows that total revenues for the chemical group as a whole have
increased from 2002 to 2007, 1t has not demonstrated the cause of thosc increases or whether the
increased revenues are attrtbutable to all, or just a portion, of chemical traffic. CSXT's rehance
upon public data on changes in revenues per unit for general chemical trafTic falls far short of the
transparency required by the Board (o demonstrate "other relevant factors " Crowley Reply V S
at 40

Both of CSXT's proposed indexing methods rely upon changes 1n revenues for an entire
business group rather than for the specific commodity or movements at 1ssue There 1s no
evidence that CSXT's chemical business as a whole reflects changes in the comparable group
For examplc, CSX'T's website lists 29 major chemical groups within its chemical group business,
with multiple sub-categories within each macro group /d at 42 Although CSXT may
catcgorize all thesc commodities as chemicals, the actual products are not ncarly as homogenous
They cover a wide range of commodities, including sand, plastics, petroleum coke, [.PG and
soda ash, that have absolutcly nothing 1n common other than being included in CSXT's chemical
business group Id In addition, CSXT's chemical business group includes TIH hazardous
materials, non-T1H hazardous materials, and non-hazardous materials 1f these commoditics
were as homogenous as CSX'T treats them 1n 1ts analysis. they would have to be considered as
similar commoditics for the purpose of sidentifying comparable traflic, which neither CSXT nor
DuPont has advocated 1n this case

CSXT also has not shown that 1ts revenue increases are due entirely to market changes
Although market changes may account for some of CSX'1's increased revenue, a pnmary driver
in ugher 2007 chemical business revenues clearly has been increases tn assessed fuel surcharges.

Id at 42-43 1t1s not possible to determine from the evidence submitied by CSXT what portion
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of 1ts increased revenues 1n 2007 are driven by market changes that are not already reflected in
the three benchmarks and other factors such as fuel surcharge revenue that 15 independent of the
chemical transportation market /d at 43

VI. CALCULATION OF MAXIMUM R/VC RATIOS

DuPont has calculated the maximum R/VC ratio for each 1ssue movement in three ways
First, DuPont has applied the formula in Simplified Standards to each of 1ts three "finat offer"”
comparnison groups Sccond, DuPont has adjusted the result of the Board's formula, as described
1n 1ts opening cvidence, to account for the "Long-Cannon" factors in the statute 49 U S.C
10701(d)(2)}{A)-(C) Third, DuPont has recalculated the RSAM and R/VC > 180 benchmarks, as
described 1n 1ts opening evidence, 10 apply the Board's most current and accuratec methodology

tor calculating the cost of capital DuPont has summarized these results in the chart below

Maximum R/VC Ratios Based Upon DuPont "Final Offer"" Comparison Groups

Ampthill Duart Washington

Movement Movement Movement
Maximum R/VC Ratio Based Upon 328% 331% 331%
Simplified Standards without "other
relevant factors"®
Maximum R/VC Ratio Based Upon 308% 311% 311%
RSAM with efficiency adjustment®
Maximum R/VC Ratio Based Upon 305% 308% 308%
New Cost of Capital Methodology'

¥ Crowley Reply V'S at 29, Table 5
* Crowlev Reply V S at 45, Table 6
¥ Crowley Reply V S at 46, Table 7
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ViI. CONCLUSION

DuPont respectfully requests the Board to

(1)  find that the CSXT's common carrier rates applicable to the transportation of the
commodity between the ongins and destinations named 1n the Complaint are unreasonable,

(2)  prescribe just and reasonable rates for the future applicable to the rail
transporiation of DuPont’s traffic, pursuant 1049 U S C §§ 10704(a)(1) and 11701(a), and,

(3)  award DuPont reparations, plus applicable interest, in accordance with49 U S C
§ 11704 for unlawful rates set by CSXT for the period beginming June 16, 2007 (o the effective

date of a decision by the Board prescnibing just and reasonable rates

Respectfully submitted,

Jo2 e

Nicholas J IhMichacl
Jeftrey O Moreno

Karyn A Booth

Enc W Heyer

Thompson Hine LLP

1920 N St N W, Suite 800
Washington, D C 20036

Attorneys for E I du Pont de Nemours and

Company
March §, 2008
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. INTRODUCTION

My name 1s Thomas D Crowley | am the same Thomas D Crowley who filed a venfied
statement 1 this proceeding on February 4. 2008 ("Opening VS™) on hehalf of E [ duPont de
Nemours and Company (" DuPont’") My qualifications and expenience are attached to my Opening

VS as Mxhibi_(I'DC-1)

Dulont s 1equesting that the Surtace I'ransportation Board (* S I'B™) preseribe reasonable rates,
se1viee terms and repatations associated with the transportation of non-hazardous commodities via

C 5X Tiansportation Inc (" CSX17) lor the tollowing three {3) movements

1 Plastic powder from Ampthall. VA o Wyandotte. MI (- Amptinll Movement 7).

2

Plasucizers from Hevden, NI to Duart, NC ("uart Movement™}, and

Plasticizers from 1levden. NJ to Washington. WV (*Washington Movement™)

fod

In my Openmig VS, [ applied the SI'B’s procedures for the Three-Benchmark Methodology
specified in the STB « September 5. 2007 decision in I'x Parte No 646 (Sub-No 1) Simplified
Stemdeneds o Renl Rete Croes (- Simplhified Standards™) and pros wded the {ullowing mbformation in

support of DuPont™s request
I

1 Therevenue / vanable cost { RZVCT) ratio for each ol the 1ssue movements,

(%]

I he selection ofcomparable CSX T movements from the STR s Unmasked Confidential
Warhill Sample ( Waybill Sample™) for CSX [ for each year 2002 through 2005.

L he upper boundary of the R/VC rauo for the comparable group (referred to as the
“Mavimum R/VC Ratie ) for each of the 1ssue movements following the STB's

procedures specified in Simphfied Standards.

Tad
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4 Fhe wenufication and quantification of other relevant factors, and

3 lhe relet to which DulPont 1s entitled for each 1ssue movement

Simuliancous with the filing of DuPont s Opening cvidence on February 4. 2008, CSXT filed
its Opening evidence in thss proceeding  In this Reply statement. | criique and respond 1o CSXT's

Opening evidence and incorporate some revisions to the analyses included in my Opening VS

My Reply venified statement (* Reply V&) summarizes the analyses | have performed and my

results are summartzed under the [ollowing headings and in the accompanying Exhibits

11  Resenue/Vanable Cost Ratios for the Issue Movements
11 DuPont’s Final Maximum Revenue/Vanable Cost Ratios for the Issue Movements
[N Other Relesant Factors

Y Rehel for Dulont



-3-

Ii. REVENUE/ YARIABLE COST
RATIOS FOR THE ISSUE MOVEMENTS
[ he first stepinthe STB s Fhree-Benchmark analysis 1s to calculate the R/VC ratio for the 1ssue

movements  To develop a R/VC rauo. the rates and vanable costs for each movement need to be
developed These three components were included in my Opeming VS tor cach 1ssue moyement and
remain unchanged in this Reply filing  CSXT mcluded these same components in 1its Opening
evidence Ixhibn_( | DC-9)- compares DulPont’s and CSXT's calculations of variable costs. rates
and R/VC 1atios for the 1ssue movements My crnitique of CSX's Opening evidence as 1t relates to
tates varable costs and R/VC ratios tor the 1ssue movements 1s discussed below under the following
topics

4 Raltes for the Issuc Movements

B Vanable C osts for the Issue Movements

C  R/VC Rauos for the Issue Movements
A. RATES FOR THE
ISSUE MOVEMENTS

BPupont » 3Q07 rates tncluding the July 2007 Juel surcharge) for the 1ssue movements are

shown in lable | below

L cxhibn AT1DC-1} through Exhibit_( 1 DC-8) were included with my Opeming V $
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lable |
3007 Rutes Per { ar {dncluding Fuel Surcharge) for lssue Movements

Ampitul! - Ievden - Iuyden -
lgr Wiyandotte Luan Washington
n 2 (11 t4)
1 Losal Rate Per Car - Q07 1 36420 42 Y5917 60 $5 004 86

SUpunng VY fabh |

CSXT agrees with DuPont s rate calculations for the 1ssue movements 2

B. VARIABLE COSTS FOR
THE ISSUE MOVEMENTS

Inthe STB s Octuber 30 2006 decision in Iix Parte No 657 (Sub-No 1) Maor ey in Renl
Rute Canes ( "Major Issues ). the S1B revised the varable cost procedures for rate complaints,
decidimy that variable custs would be calculated using the §1B's Umiform Railroad Costing System
{"URCS" ) Phase 111 cost program without adjustments  [he STB also 1dentified the mine mputs to
calculate unadjusted vanable costs for an 1ssue movement Inmy Opening VS, [ followed the STB’s
procedures 1n calculating the issue movement varnable costs

CSX1 lollowed the same procedures n calculating the 1ssue movement vanable costs 1n

Opening  Table 2 below shows the one input where DuPont and CSXT used different values

2 (SXT yelectronic wor hpapers show two thHerent rate calculations tor the ssue movements
One rate walculation uses DuPont s miles to valculate the tuel surcharge tor the 1ssue movements and tha caloulation
ugries with DuPont « rate calculation  The other rate caleulation uses CSX [ s mules 1o caleulate the luel surcharge
for 1e issue movement and this ereates a minor difference in the rates as shown on Lxiibi_(TDC-9)  As discussed
wi the next section the use of CSXT s miles for costing the saue movements 1s nnproper
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table 2

Dafferences it URCS Phasc |]| Cost Program Inputs for the Issue Movements

Ampthill - Hexden - Heyden -
ltem Wyandotte Duart Washington
thi 2) &} (1)
] | vaded Miles
J4 DuPunt 7721 5915 5899
b CSXx1 20 4 7i4 4 645 8
¢ CSXT over DuPom 483 122§ 559

Source Lxhibt_(TDC-9)

As shown in [able 2 above DuPont and CSX 1 differ on the loaded miles for all three of the
ISSUE Movements

CSAT s loaded miles for the 1ssue movements are not based on the STB's procedures  CSXT
1ehed on internal data which the STB expressly rejected in Symplified Standards at pages 83-84

PuPont rehed on the miles gencrated from the PCH*Miler]Rail program (Version 10) available
from Al K Technologies (" Al K ) ALK 1s the contractor used by the 8B to add the moyement
miles to the Waybill Sample that are used by the S TB to calculate vanable costs for the movements
1n the Warhill Sample using the URCS Phase ([l costing program The miles used by ALK n the

Waybill Sample are from the same data base underlying the PC*Miler|Rail program *  Stated

= Thss van be confirmed py 1eviewing the miles contamed 1n the Washill Sample Jor 1he 1ssue movement records
clmunated by CSXT from the comparable group  For example. DuPont used 591 5 miles 1o develop the variable
costs lor the Duart Movement  As shown on Lxhibit_(TDC-11), all six (6) movenents marked with a 3" in
Column t 1) that moved bemween Heyden (FSAC 39345 in Column (4)) and Duart (FSAC 21091 in Column (6))
ate revonds from the Was bill Sample that CSXT identified as 1ssue movements  Each ol these movements has
591 3 Inaded males (Column (133} 1 e . the same imiles used by DuPont  The same s true for the Washington
Muvument where the miles for the 1ssue movements between Hevden (FSAC 39345) and Washington (FSAC 70699)
identified by CSXT cyual 5899 mles 1e the same miles used by DuPont 1o develop varable costs
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differently. the miles tor all the comparable movements taken [rom the Waybill Sample are bascd
on PC*MilerjRai! and the 1ssuec movement miles need o be vn the same source

lable 3 below compares the 3Q07 vanable custs presented by DuPont and CSX T for cach of
the three 1ssue movemients and show s the difference in vanable costs caused by the differences in

inputs described above

Illhl\. 3
Comparison of DuPent's and CS\1"s Calculation
of URCS Pha Cost P m Vanable Costs Per Car

Ampth:ll - Huvden - Iesden -
fLm W andutie 1Juan W.ashippion
n 12 (3) h
I WIT Vart bl Cost Per Car - DuPom b V1R EEH S1481 71 S1478 16
2 WHT Varnible Cost Purlar-C S\ 2 $1.692 U6 S1,698 86 $1 377 3%
3 CSN L over fundaa gy Dulom 74 U8 321715 99 312

L shabat_{ 11X -9)

lable 3 demonstrates the amount that CSXT overstated its 3Q07 vanable costs for each of the

three 1ssue movements

C. R/IVCRATIOS FOR
THE ISSUE MOVEMENTS

I able 4 below shows the R/VC 1atios for cach issue movement as caleulated by DuPont and

CsX1



{abl. 4
Cumpanson of DuPont and CSXT R/VC Rangs for the Issye Movemenis

Ampthili - Ty den - vy den -
llem W anduite Duart Washinpton
th ()] (3) tl)
1 R’ v Ratio - DoPont & 7%, 199% 7Y
bl RAVL Rao-L8XI L £1 1] S 34K 155%,

< Ialubu_(1DC-%)

As shown 1n Table 4 above, CSXTs R/VC ratio for each of the three 1ssue movements 1s
diflerent from those calculated by DuPoent because of CSX T s improper calculation of vanable costs
Buth DuPaont and CSX 1 agree that the R/VC ratios for the three 1ssue movements are sigmficantly

higher than the STB s punisdictional threshold of 180%
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[II. DUPONT'S FINAL MAXIMUM REVENUE / VARIABLE
COST RATIOS FOR THE ISSUE MOVEMENTS

The STB’s decision in Simplefied Standards specified the procedures to develop the Maximum
R/VC Ratw for the 1ssue movements using the Three Benchmark Methodology  In my Opening VS,
[ presented the results of my mmitial analy ses following the STB procedures [have reviewed CSXT's
Opening evidence and based on that review have revised my opening evidence My revised analyses

are summariZzed below under the following topics

\ Selection ot Comparable Movements

B DuPont s Final Maximum R/VC Ratios for the [ssue Movements

A. SELECTION OF
COMPARABLE MOVEMENTS

In my Opening VS at pages 8 through 10 1 explained how [ sclected the comparable
movements from the $ 1B s Wayhill Samples for 2002 through 2005 to develop comparable groups
lor cach ot the three issue movements At pages {4 through 22 of its Opening filing, CSXT
explained how it selected the comparable group that it applied to the Ampthill Movement (plastic
powder) and the comparable group itapplied to the Duart and Washinglon Moy ements (plasucizers)
My discussion of the comparable movement selection process 1s contained under the following
headings

1 Companison of DuPont s Fhree Comparable Groups 10 CSXT s Two Comparable Groups

s

Review of CSX17s Comparable Groups

ad

DuPont » I mal Comparable Groups



1. Comparison of DuPont’s
Three Comparable Groups to

In my Opeming VS, Fincluded three separate comparable groups. one for each issue movement
CSXT mcluded two comparable groups, one for the Ampthill Movemem (plastic powder) and one
tor the Duart and Washington Movements (plasticizers) 1have developed a comparison of CSXT's
compardble groups to each of the three comparable groups Irom my Opening VS

[ \hibat_(1DC-140} compares my imtial comparable group for the Ampthill Movement to the
intial comparable group presented by CSXT  Exhabni_( 11DC-10) 1s broken into two sections  The
first section hists the movements in my Opening VS comparable group (“"DuPont Secuon™) These
movements aie color-coded 1o identify whether or not they were included in CSXT's comparable
group Movements shaded in blue were included 1in CSX1°s opening comparable group and must
be meluded in the final comparable group (discussed later tn my tesumony) Movements shaded in
vellow were not inchuided 1n CSXT s comparuble group  For the yellow-shaded movements, 1
identified one or more of the following reasons as to why that particular moy ement was not included
in CSN 1 s comparable group based on CSXT"s opemng description ot its sclection criteria

I The first five digits ot the SICC was other than 28211,
2 The miscellancous charges were zero

It was wdenufied as an 1ysue movement,

Yrd

4 T'he ongin or destination 15 in Canada

h

A short line or switching 1alroad 15 invols ed in the movement. and/or

6 ['he movement represents either a multiple car or unit train shipment
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lhe apphcable reasonys) tor exclusion from CSXT s comparable group is/are identified by numbers
| through 6 (corresponding Lo the above six reasons) which numbers were placed 10 the left of cach
yvellow-shaded movement on Fxhibit_(TDC-10)

I he second section of Lxlibit_(TDC-10) hists the mosements in CSXT s comparable group and
compares them to the comparable group | submitted for the Ampthill Movement ("CSXT Section™)
CSX 1~ movements aie color-coded to idenuly whether or not they were included in my opening
comparable group  Movements shaded in blue were included 1n my vpening comparabie group and
must be included in the final comparable group ?* Movements shaded 1n green were not included 1n
my opening comparable group  For the green-shaded movements. [ wentified one or more of the
{ollowing reasons as to why that particular movement was not included in my opening comparahle
Eroup

I The miles lor the movement {¢ll outside ol the mileage range specified 1n my opening

selection ctetena. 1 ¢ . autside +/- 150 mules of the nmules for the 1ssue movement rounded
to the nearest 50-male increment, or

2 The movement had a 1ebill code other than zero

Exhibut_{TDC-11) contains the same compansons for the Duart Movement  In the DuPont
Section of Pxhibit_( [DC-11) the six reasons histed above identifying why a paruculu: movement
i my eomparable group lor the Duart Movement was not meluded 1n CSXI™s comparable group
Jie the same with the exception ofthe STCC eritenia For the Duarl Movement (plasticizers). CSXT
limited s selection citeria to only those S I'CCs histed in CSX'T Tanft 28033

Exhibu_t 1DC-12) contans the comparison [or the Washington Movement using the same

teasons as the Duart Movement

1 These are the sume movements shaded i bhue 1n the DuPont Section ot Exlubit _{TDC-10)



My discussion of the reasons for the differences between CSXT s two comparable proups and

my three comparable groups 1s contained in the following section

2. Review of CSXT's
Comparable Groups

My review and cnitique of CSXT"s comparable proups. and how they relate to the compirable
groups | included in my Opeming VS, ate included below under the lollowing topics
a llse of a Single Comparable Group {or the Plasticizer Jssue Moyements
h Idenufication of [ssue Movements
¢ Comparable STCC's
d  Miscellaneous Charges
¢ Canadian Movements
1 Muluple Car and Unit Train Movements
¢ Short Line Railroad Movements
h  Rebill Code
1 Length ot Haul
a. Use of a Single
Comparable Group for the
Plasticizer Issue Movements
In my Opening VS 1 included two scparate comparable groups for the Plasticizer Issuc
Movements CSX1 included only vac comparable group and used 1t for both 1ssue movements

CSX'1 s apphication of single comparable group to two separate and distinet 1ssue movements 1s

vontran to Simplhified Standards
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In the discussion of the Three-Benchmark Methodology in Simplhified Standards, the STB makes

sereral1eferences to “issue movement’ . “comparable group™ and “challenged rate™ in the singular.?
Simplified Standards 15 clear that there must be a comparable group applicable to cach “1ssuc
movement  or “challenged rate © As DuPont has challenged two separate plasticizer issue

movemenis cach withils own rate and moyvement characteristics. a separate and drstinet comparable

group 1s reguued for each issuec movement  CSXT has not fellowed the S 1Bs procedures

b. Identification of
Issue Movements

Siumphlied Standards requires that 1ssue movements be excluded from the comparable group
In my Opening VS. | idenutied issue movements in the Waybhill Sample as any movement from the
1ssue movement ongin to the 1ssue movement destination with the 1ssue movement STCC and
traseling ma DUPX car  These movements were excluded from my comparable groups &

In USXT ~ opening. CSX'T identified 1ssue movements in the Waybitl Sample, and excluded
them (1om 1ts two comparable groups using the same criteria | did with the une exception CSXT
excluded more than mosements in DLPX cars trom its plasticizer comparable group 2

[ agree with the plasticizer 1ssue movements that were idenufivd by CSX T2 However, 1 take
exception to how CSX1 excluded the 1ssue movements ftom the comparable group it used for the

WO plasticizer 1ssue nun ements

2 See tor example, Simphified Stondards m 6 16 17 18. and 21

2 There s no dispute over the dentification of 1ssue movements for the comparable group used by each party lor

the Ampthill Movement as 1ssue movements only moved in DUPX cars

There 1s no dispute over the wWentfication of issue movements for the comparable group used by each party for
the Amptinl] Movement us 1swue movements only moved in DUPX cars

} puPont comparable movements that were identified as plasticizer ssue movements by CSXT are identified with
¢ 3" m the DuPont St.tion of Exhibit_( 1DC-1 1) and Fxhibit_{1DC-12)

7



As USXT used a single comparable group for the two 1ssue movements. CSXT exciuded from
ils comparable group all Waybill Sample movements tor both 1ssue movements  As noted above.
Simplitied Standards requires a comparable group for each separate 1ssue movement and challenged
rate and CSX T did not meet this requirement

In Reply 1have excluded the 1ssue movements idenuified by CSXT but have done so separatety
tor each 1ssue movement  Stated dilTerently. in my final comparable group for the Duart Movement
inciuded with this Reply 1 have excluded all Hevden to Duart movements from the comparable
group but hay ¢ included any moyements between 1evden and Washington os this movement 1s not
an 1ssue movement lor purposes of the Duart Movement 1 excluded the 1ssue movements for the
Washington Movement in the same manner. 1 ¢ . [ mcluded movements between Heyden and Duart

as comparable movements for purposes of the Washington Movement

¢. Comparable STCC's

Inmy Opening VS 8§ I'CC was not used as a selection criteria when developing the comparable
groups tor the 1ssue movements

In Opening. ¢ SXT restricted 1ts comparable group for the Ampthill Movement wo only those
movements where the 5-digit STCC equaled 28211 CSXT restricted 1ts comparable group for the
Duan Movement and Washington Movement ta only those STCC's Listed in CSXT Tantl 28003

Based on my review of CSXT s Opening evidence, 1 have made one 1evision to the selection
criteria o1 my comparable groups, listed at pages 8-9 of my Opening VS

[ agree with CSX T that the comparable movements for the Duart Movement and Washington
Mor ement should be 1esinicted to only thuse STCC histed in CSXT TanfT28003 which 1s applicable

to plasticizers CSX 1 has presumably grouped the STCC's in CSXT' anitt 28003 together because
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they are handied in a similar manner, 1¢  they are comparable  in my development ot the final
compatable group for the Duart Movement and the Washington Movement. | have added the
selection entena that the S1CC must be histed in CSXT Tanifi 28003

I disagree with CSXT s restriction that the only movemenis comparable to the Ampthill
Movement (plastic powder) are those with a S-dignn STCC of 28211 [ believe that the same
stlection ciiteria can be apphlied o this movement as CSXT applied 1o the plasticizer movements.
1e restuct the $ 1CC s 1o only those histed in the appheabie taniff  The applicable tanff for plastic
powder movements such as the Ampthill Movement (STCC 2821163) s CSXT lanit 28211 Inmy
development of the linal comparable group for the Ampthill Movement. ] have added the selection

crileria that the ST1CC must be Disted 1s CSX 1 tanff 28211

d. Miscellaneous Charges

Miscellancous Charges is a field in the Waybill Sampie that 1s separate from the freight revenue
field In calculating the RSAM and R/VC 4, ratios, the STB calculates the revenue lor each
mosement in the Waybrll Sample by adding muscellancous charges to the freight revenue In
calculabing the R/VC ratie for the movements in cach comparable group. I followed the same
procedure

CSXT also followed this procedure tor the comparable movemenis itselected [However. CSX1
used Miscellaneous Charges as a comparable movement sclection eniteria Specifically. in Opening
at page 18 CSX'] siates that it - excluded trom 1ts companson groups any shipments to which a fuel

surchatge did notapply ~ As the Way bill Sample does not have a field titled “fuel surcharpe™ CSXT
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excluded all movements where the miscellancous charges were zero?  CSXT's exclusion of
moyements With no miscellancous charges 18 improper tor at least three reasons

First ¢ SX T provides no evidence of a link between fuel surcharges and miscellaneous charges
reported in the Wayhill Sample  1he Waybill Sample User Guide provided by the S I'B along with
the Wayhill Sample. defines Miscellancous Charges as “The total of all miscellancous charges

excluding transit and [reight revenue charges, shown in dollars ™ The delimtion clearly makes no
reference to tuel surcharges

Second. CSXT does not provide any evidence that it reports fuel charges separately in the
miscellancous charges tield of the Waybill Sample or that fuel surcharges are the only monies
reported 1n the mascellaneous charges licld

[ astly CSXT attempts to justify its exclusion of movements with no miscellaneous charges.
which CSXT equates 1o fuel surcharges. by stating that fuel prices have nearly tnipled from January
2002 1o lanuary 2008 and morc than doubled from January 2002 to Deceinber 2005. the ime period
covered by the Warbill Sample ®  CSXT gives the impression that 1t was not compensated for
increasing fuel prices ifthere was no fucl surcharge shown foru movement kven assuming that the
miscellaneous charges did reflect {uel surcharges the lack of miscellaneous charges docs not mean
that C SXT was not compensated tor increasing tuel prices

Rates lor ra1} traffic and therelore rates for the comparable movements, are adjusted by the

Rait € ost Adjustment Factor (" RCAL ™). or some vanation. whether they are tanff moves or contract

moves A major component of the RCAF 1s fuel prices  Exlibit_(TDC-13) contains a companison

®  DuPunt compuarable movements with zero miscellancous charges that were excluded by CSXT are idenufied
. with g 2" m the DuPuont Section of Exhibit ¢ IDRC-10) Fxhtbu_{TDC-11) and Exhibit (TDC-12)
' Sce twotmote 19 on page 18 of CSX [ Opening evidence
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ol the increase inthe EIA U S No 2 Diesel fuel price ented by CSXT and the fuel compunent of the
RCAT  Asshownin Fahibit_(TDC-13). the fuel component of the RCAF increased at a faster rate
thanLLIA's U S No 2 Diesel price Specifically. the fuel component of the RCAF nearly quadrupled
tfrom 1Q02 10 1Q08 and more than tnpled from 1Q02 10 4Q05 Even i there was no separate fuel
charge the rate adjustment mechanism ¢ g . the RCAF. was capturing the increase i CSXT's fucl
prices

On a final nowe CSXT s exclusion of movements with zero miscellancous charges improperly
mncreases the R, VU 1ano for the compurable groups as mosvements with miscellancous charges have
higher R/VC rauos than movements with zero miscellaneous charges CSXT s selection process
1esults i the hughest possible R/VC ratios for the comparable groups

} v the above reasons. CSX 17y exclusion of comparable movements simply on the bawis of zero

miscellaneous charges is improper

¢. Canadian Movements
In my Opening V§ | did not use a Canadian ongin or destination as a comparable movement
selection citenia CSXT states. at pages 17-18 of 1ts Opening. that movements with an onigin or
destination in Canada were excluded from the comparable group because the S I'B does not collect
cost and revenue data for movements in Canada by Canadian carniers
CSXI s correct nats characterization of how the STB collects cost and revenue data for
Canuchen carners  [The problem with C8X 1 7s Jopic 1s that it excluded movements handled bya U S

carmier namely CSX |
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All vl the movements in¢cluded in my Opening VS comparable groups are movements that are
onginated and terminated by CSXT and no Canadian carriers are involved in the movement of that
traific £ In fact 1f a Canadian carnier was imvolved 1in a movement, the movement would not be a
lacal CSX1 movement and would not be selected

I treated these movements 1n the same manner as the STB treats them 1n the Wayhll Sample
and in the caleulation of the RSAM and R/VC |, ratios  These movements travel only a few miles
in Canada = The vanable costs in the Waybill Sample cover the movement from ongin to
destination™  T'he revenues reflect the revenues for the entire movement  For purposes of the

RSAMand R V( |, calculations, the STB treats these movements as domestic U § movements 2

CSX T did not adhere o 1ts stated selection eniteria 1 here are nine moyements on
Exhibit (1DC-14) that are shaded v blue  All mne of these moments onginate in Canada and are
included m CSX1 s opening comparable group for the Ampthill Movement  As these movements
were included on Opening by both partics. they must be included in the linal comparable group As
the final comparable group for the Ampthill Movement must include Canadian inovements, there

15 no basis to exclude them

= Dulont comparable movements that were identilicd as Canadian movements by CSXT are wdentified with a* 4"

. m the DuPont Section of Exhibit (TDC-10) Exlubit_{ TDC-11) und Exhibit (TDC-12)

= Sew Pxhibi_( 1DC-14} for a hsting ot the (anadian muvements included in the final comparable groups for the
issue movements the miles in Canada and the percentage of totdl movement miles 1n Canada  As shown on
Cxlbit (INC-14) the longest movement m Canada equaled 42 4 imles and the lighest percentage of 1otal
movement iniles m Canada equaled 7 | ®s Many of the movements traveled only | 3 miles in Canada or less than
1"a of the toral miles

= s can be serttied by costing the Canadian movements in the Waybill Sample as ¢ $X | local movements using

the (IRCS Phasc 1] vost program and 1the movement characleristics ncluded im the Waybitl Sample  The loaded

miles shown for the Canadian movements in the Waybill Saniple can be verified as the mules for the entire

maoyvement ncluding the miles in Canada by using PC*Mler | Rail

This intormauon was provided to1 1" Peabody & Asseciates, Inc by the STB stafl? at 4 Junuary 29 2008 mecting

w the STB offices also attended by CSX1
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Based on the above CSXT's exclusion from the comparable groups of C'SXT local movements

originaunyg or terminaung in Canada 1s crroneous

f. ultiple Car and Umat in Movements

In my Openmg VS, 1 included a muluple car or unit train mosement in my comparable groups
if the movement met all of the selection ertera £ CSX | excluded all movements that were not
sigle car movements

Sumphfied Mandards exphicitly allows the melusion of movemems with different cost
charactenistics as the % F'i3 stated at page 17 ~  that movements with different cost characteristics
may be included 1 the companson group™ and °  there 15 no reason o presume that the R/'VC
ratios should be ditferent *

(SX | sexclusion of comparable movements simply because they have more cars than the 1ssue
movements 1s unsupported By restricting my final comparable group to only those S1CC’s listed
in CSXT Tanil 28211 {or the Ampthill Movement and CSXT Tanff 28003 for the Duart Movement
and the Washington Movement, [ have ehminated all of the unit irain movements and virtually all

of the muluple car moyements fiom my final comparable gronps  Howeser 1 have included four

multiple car mavements in the linal comparable group for the Ampthill Movement

g. Short Lme
Railroad Movemenis

CSXT stated on Opening. at page 17. that 1t excluded all movements that “were originated or

terminated by a shon-line or handling carmer based on the 'reight Station Accounting Code

L DuPont camparable movements that are multiple car ur umit tram  movements are idennfied with 4 “6" n the
DuPomt Section ol Exlubiv (11XC-10) Exhibi_{TDC-111and Exhibit {TDC-12)
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CESAC Yintormation reported inthe CWS ™ CSX IMidenufied these movements as movements with
an origm o1 destination FSAC beginning with a 6™

I did not exclude these movements from my comparable groups in my Opening VS as the FSAC
was nol ane of my selection eriteria £ 1 could not verify CSXT s claim that FSAC's beginning with
a"6" were short-line or handling carmers  [n arder to eliminate this area ol dispute. [ hasc aceepted
CSXT s position and ehimmnated two such movements from the final comparable group for the
Ampthill Mosvement  There were no such movements in my linal comparable groups for the Duart
Morement or the Washigton Maovement once [ restricted the comparable mosements to only 'those
STCC 5 histed in the applicable tanifts

By elminaung these movements | am not agreeing with CSX'I s position on short line railroad
movements  In the Waybill Sample. the STB treats these as CSXT local movements and apphies
CSX T s unitcost o the entire mosement when calculating the vanable costs  'his demonstrates that
these movements orginate and terminate on CSXT and arc controlled by CSXT

11 the STB convidered these moyvements other than CSXT local. they would apply regional umt
costs to the non-C8X | portion of the movement and CSXT unit costs to the CSXT portion and
classify the movement as interlime  For example, a joint short line eastern railroad plus CSXT
morement would be considered as an interline forwarded movement on the short line railroad and
an interhine recerved mosement on CSXT  1'rom a cost of service perspecuve the shortline Phase
11 costs would be hased on Eastern Region unit costs and include an ongin terminal cost. apphicable
Imme haul costs and interchange costs  The CSX 1 portion of the movement (the interline recerved

portion) would include interchange vosts applicable line haul costs and 4 destination terminal cost

£ DuPent comparable muvements that were entified as mavements invoiving J shoit-fine or handimg caner are

dentified with w5 1 the DuPont Secvon of Exhibit_( 1DC-103 | xhibu_{ 1DC-11) and Exhibit_(1DC-12)
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These costs would clearly be greater than the costs for a local move because ol the introducuon of

interchange costs for both railroads and the resulung R/VC ratie would be lower

h. Rebill Code

In my Opeming VS at page 8 one of my listed sclection criteria was that the movement must
have a Retill Code of 0" Asdefined in the Waybill Sample User Guide provided by the $ B along
with the Wayhill Sumple a Rebill Code of "0" indicates a local movement and Rebill Codes of ™17,
"2 or 3 retlect only a poruon of the through movement =

CSXT did not use the Rebill Code as a selection cnteria Many of the movements contaned
in CSX T s two comparable groups have Rebill Codes other than 0™

CSXT s inclusion ol movements with Rebill Codes other that 0" 1s improper as 1t violates the
sclection ¢riteria used by both parties that the movements 1n the comparable groups must be local

movements

. Length of Haul

In my Opening VS, ut page Y. | explained that one of my selection cnitenia for comparable
movements was loaded miles within a range of plus or minus 150 mules of the ssuc movement
loaded miles tounded to the nearest S0 miles  This resulted i milage ranges of 600 to 900 miles for
the Ampihill Movement. 450-750 miles lor the Duart Movement and 450-750 mules for the

Washington Movement

RebillCode | isdefinedas ongmated-delivered™ Rebill Code *2 1sdelined as received-dehvered and Rebill
Code ' defined as * recerved-lerminated™

US| comparable movements with Rebill Codes other than * 4" are identitied with a 3™ in the CSX J Section ol
I b {1DC-10) Exlubn_(1DC-11) and kxhubit_( 113C-12)
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in Opeming. CSXT's selection criteria was much broader. 1 ¢ , CSXT included movements in
Its two comparable groups with mileages as low as 209 miles and as high as 1.740 mules for the
Ampthill Movement (plastic powder) und as high as 1. 454 miles for the Duart and Washington
Movements (plasticizers)  The ditference in length of haul tor the comparable movements 15 the

main reason why DuPont did not include many of the movements selected by CSX [ 2

CSXT s broad mileage range includes many movements that arc not comparable o the 1ssuc
movements  For example the Ampthill Movement travels 772 1 miles in the loaded direction
CSX1 has included movements with loaded miles as low as 209 mules, less than 30% of the length
of the Ampthill Movement

o demonstrate the problem with CSXT s mileage range, | performed an analysis of URCS
Phase 111 vanable casts jor two sample movements, one that was included n both my comparable
group und € $X I"'s comparable group for the Ampihill Movement and one that was included in both
my comparable group and CSX 1's comparable group lor the Duart Movement 1 developed the
variable costs lor the two example moy ements changing only the miles traveled by the moyement
and leaving the other characteristics the same 1 started with the assumpuion that cach movement
traveled 50 miles and increased the miles in increments of 50 [ then plotied the vanable cost per
ton-nttlc reaults tur each distance to develop the trend hines shown on Exhibit_(TDC-15) 1 then
idenuified the point on the cost per ton-mile curve that corresponded 10 the lower and upper nulcage
houndaries in the comparable movements for both DuPont and CSX1 As seen on Exhibit_(TDC-

15) the range 1n cost per ten-mute for CSX17s nuleage boundaries 1s much greater than the range

1s
-~

C S\ [ comparabie movements that are outside 1he mifeage range used by DuPont are wientified witha 17 in the
CSXT Secuon of Exhubit_(TDC-10Y Lxlubi_{ I DC-11) and Exhibit_(TDC-12)
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for Dulont s nuleage boundaries In other words. by extending the mileage boundunes to several
hundred mules shorter or longer thun the ssue movement, CSXT has included a much greater
variauon in costs of providing service For example, on page 1 ol Exmibit_(TDC-15) showing the
cost curve tor the example movement from the Ampthill Movement comparable group. CSXT's
range i vanable costs 1s from $0 04072 per ton-mile 10 $0 01983 per ton-mile DulPont’s range 1s
from $0 02500 per won-mtle to $0 02238 per ton-mule A similar result 1s shown 1n page 2 of

Exhihin_{ 1 DC-15) o the example movement Irom the Duart Movement comparable group

The reason the change in vanable costs 15 significant 1s that vanable cosi sets the floor for rate
making purposes | he coninbution made by captive tralfic (the ditferenual between the rate and the
variable cost) 1» approanmately the same as the STB’s maximum rate procedures produce the rate
ceibing W ith those two facts in mind. movements of shorter haul captive tratfic will command
higher 1ates (measured on a mills per ton-mile basts) than movements of longer haul captive traffic
Stated ditterently  shorter haul captive movements will have higher rates (measured on a mills per
ton-mile basis) than longer haul captive movements, all other things held constam By beginning ats
comparable group at the 200-mtle range and ending over 1,700 miles CSX | has included moves that
are nol comparable because of the difierences tn the length of haul By comparison DuPont's narrow

mileage range results in the sclection of similar movements



A. DuPont’s Final
Comparable Groups

DuPont « final comparable groups for cach movement at 1ssue are discussed under the following
topics
Muodification to Opening Comparable Groups

a
b Densiy Critena

a. Modification to Opcning
Comparable Groups
Modifications 10 DuPont’s Opeming comparable groups and development of the final

comparable groups are discussed below for cach 1ssue movement

(1) Ampthill Movement

Based on my 1eview of CSXT s openming evidence. | have made two modifications to my
opening compdrable group of 1,131 movements tor the Ampthill Movement  The first modification
15 the restriction of comparable movements (o only thuse S1CC™s hsted in CSXT wantf 28211 The
second moditication 1s the elimmation ot two short-line raillroad movements

Cxlmbn_(TDC-16) contains my final comparable group of 361 movements for the Ampthill
Movement  The mosyements shaded in blue are movements that were included in CSXT"s opening
comparable group and based on Simplhified Standards must be included in the Ninal comparable

group The moyements shaded in yellow were not included 1n CSXT's opening comparable group
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{(2) Duart Mosement

Based on my review of CSXT's opening evidence, | have made two modifications to my
opening comparable group of 1.063 movements for the Duart Movement [ he first modification 1s
the restricuon of comparable movements to only those S1CC s listed in CSXT Tanff 28003 The
second modification 1s the elimination of si1x 1ssue movements identified by CSXT

Fxhibi_(I'DC-17) contains my final comparable group of 154 movements for the Duant
Movement  The moyements shaded 1n blue are movements that were included in CSXT's opening
comparable group and bascd on Simplified Swandards must be included in the final comparable

group [ he moyvements shaded in yellow were not included in CSXT's opening comparable group

(3) Washmgton Movement

Based on iy 1eview of CSXT s opeming evidence, [ have made two modifications to my
opening comparable group of 1 (067 movements for the Washington Movement The first
modafication 15 the restriction of comparable movements to only those SI'CC’s Iisted 1n CSXT
lanff 28003 The second modificativn is the elimination of twelve 1ssue movements idenufied by
USXT

Exhibit_(TDC-18) contains my {inal comparable group of 148 movements for the Washington
Movement  The movements shaded in blue are movements that were included in CSXT s opening
comparable group and based on Simplified Guidelines must be included in the final comparable

group | he movements shaded 1n vellow were not included 1n CSX | 's opening comparable group



b. Density Critenia
In Sumplified Standards, ot page 17. the STB hsied a number of factors relaung o the
determination of comparable movements One of these factors was “traffic densities of the Likely
routes mvolved
In order 10 assess the “tratlic densies of the likely routes involved™ density informaton 1s
needed from the ranlread as accurate density information 1s not publicly avaiiable  In discovery.
DuPont requested and CSXT provided. CSXT system-wide density maps for 2002 through 2006
In 1ts January 15, 2008 decision 1n this proceeding, at puge 3 the SIB stated “Neither the
carrier nor the shipper s permitted (0 use information trom the carnier s (iles 1o advocate for a
particular comparison group © Based on the STB's decision. this prevented DuPont trom using the
CSX'l density charts produced 1n discoveny
In us January 31 2008 decision in this procceding. the S 11 reversed nselt stating at page 4,
[ he partues may cach rely on the tratfic density maps provided during discovery to support ther
comparison group ° Lnfortunately, there was only one working day between the date this decision
was ssucd and the date opening evidence was due  Consequently, neither party included any
analysis of densily 1n openming
As the STB has now allowed the use of CSX'1 's density maps. | conducted a density anulysis
of the movements contained 1n each of my three final comparable groups Lsing PC*Miler|Ral, 1
obtained the routes and mileages tor each of the movements and applied the line segment densities

obtained from the € $XT 2006 density map produced n discovery to calculate the weighted average
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density i mallion gross tons per mile ("MGT/mile™) for cach movement and the simple avcrage
density for the comparable group as a whole

Exhubu_(TDC-16) Column (14). contans the results of my analysmis for the Ampihill
Movement  As shown on Exhibit_(TDC-16). the werghted average density lor the 1ssue movement
15 74 0 MG I/nule  The simple average density for the comparable group 1s 52 8 MGT/mle The
weighted average density for the individual movements ranges from 20 | MGT/Mile to 1124
MGT'nule The weighted average density range for the individual movements shaded in blue.1 ¢,
the moyements that were included by both parties and must be included in the final comparable
group. 15 the same as the range lor the enure group  All the movements included in my comparable
group that are not included in CSX T s opening comparable group (the movements shaded 1n yellow)
fall within the density range of comparable movements selected by both parties

Exhibit_(TDC-17) Column ( [4). contans the results ol my analysis for the Duart Movement
As shown on Exhibit_(TDC-17) the weighted average density for the 1ssue movement 1s 52 5
MGT nule The simple average density for the comparabie group1s 57 4 MGT/mile  The weighted
average density for the individual movements ranges from 24 5 MG I/Mule 1o 96 8 MGT/mile The
weighted average density range for the ndividual movements shaded in blue, 1 e, the movements
that were included by both parties and must be included in the final comparable group. 1s from 32 1

MGT mileto 96 8 MGT/mile  All but three of the movements included in my comparable group that

= The density analysis is included in my electronic workpapers
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are not included in CSX | 's opening comparable group {the movements shaded in yellow) fall within
the density range of comparable movements selected by both parties 2

Fxlnbnt_(1DC-18). Column (14). comains the results of my analysis for the Washington
Movement  As shown on Exhibit (TDC-18). the weighted average density lor the 1ssue movement
15 39 6 MG I/mile The simple average density tor the comparable group 1s 58 7 MGT/mile  ‘The
weighted average density for the individual movements ranges from 24 5 MG I/Mile to 96 8
MGTmule The weighted average density range for the indinidual movements shaded 1n blue.1¢c.
the movements that were included by both parties and must be included n the final compurable
group 1~ trom 32 1 MG 1/mile to 96 8 MG T/mule  All but three of the movements included 1in my
comparable group that are not included in CSXT's opening comparable group (the movements
shaded m vellow) fall within the density range of comparable moyements selected by both parties 2

The density ranges shown above reflect comparable movements based on the density threshold
uscd by the SIB When evaluating track and tratfic conditions, the SI'B requires cach Class 1
railroad to group these charactensuics by density category = Track category A (the most densely
traveled rail ines) groups ril hines with 20 MGT’mile or higher

Additonally the S 1B requires that the Class | radroad calculate roud property depreciation
rates by density category in Schedule 416 of Annuat Report Form R-1 The same basic density

categones used for uach charactenstics, discussed above are used 1o calculate road property

The thiee movements that fall outside the range of densities for the blue-shaded movements have a weighted
merage densiy of 24 5 MGTrmile  As noted in the previous discussion of the densities for the Ampthill
Movement both parties included a movement with a weighted average density of 20 | MG T/mile which indicates
that 24 5 MG 1 ‘mule 1s not outside the representative density range

The three movements that fall outside the range are the movements with a weighted average densny of 24 5
MG 1 mile discussed above

= Annual Report Form R-1 Schedule 720 For purpuses of Schedule 720 average density 1s determimed based on
truch-miles and not route miles  Fur purpeses of my density analysis [ used route miles because truch-miles were
not available for each route
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deprecianon rates  The comparable movements | selected fall into the top density category used by
the SI'B
In summars. [hay e considered density in my analysis and it supports my final comparable group

for each 1ssue mosement

B. DUPONT'S FINAL MAXIMUM

R/VC RATIOS FOR

THE ISSUE MOVEMENTS

To develop the Maximum R/VC Rato lor cach 1ssue movement, | tollowed the procedures set
forth in Sumphfied Standards First. | selected the comparable group for cach 15suc movement
Neat | multiphied the R/VC ratio for cach comparable movement by the ratio of the CSXT RSAM
and R/VC |, four-year average contamed 1n the STB's December 20, 2007 decision 1n L:x Parte No
347 (Sub-No  2) Rute Guidelines - Non-Coal Procecdings ("Non-Coal Guidelines™ 1 then
calculated the mean and standard deviation for the adjusted R/VC ratips for the compuarable group
Newt. using the mean and standard deviauon, | calculated the Y0% confidence interval around the
estimaie ol the mean to determine the upper boundary of the mean for the comparable group which
becomes the threshold tor determining if a rate 18 unreasonable

CSXT lollowed the same procedures with one major exception  CHXT deviated from the
STB's specified procedures by apply ing an annua) adjustmen ratio (RSAM 0 R/VC ) tothe R/VC
ratio of cach movement 1 its comparable group. depending on the year of the movement. rather than
the STR3’s specified 4-year average adjustment ratio  Simplified Standards makes 1t very clear that
the 4-vear average adjustment rano should be applied The STB states. at page 20. in the section
utled “Method to Calculate RSAM and R/VC )", ~In a raie case. we wall not rely on the figures

for a single year. but will use a 4-y ear average where possible ™ Clearly a 4-year average 1s possible
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20 2007 decision in Non-Coal Guidelines

Table 3 below compares my calculations of the 1ssue movements™ R/VC ratios to the Maximum

R/VC Ratios calculated using the final comparable groups and following the STB’s procedures

Table 5

Maximum Rate for Issu¢ Movements Lsing STB's RSAM and R/V

ltem AI“:P'% }1'1'12
(n (2)

30007 Rare per Car (Including Fuel

Sur¢ harge) ? $6.426 42
2 3QU7 Vanuble Cost per Car - S1.618 04
) R VC Ratio - 397%
4 Mavmum R VU Rane? 328%
5 Masvmum Rate per Car ? 8530707
¢ Amount C5X | Rate per Car

Exceeds Maximum Rate per Car ¢ S1.11935
- Table 1 above

lable 3 above

Line 1 - L.ine 2 x 100

Lahubit_{ 1DC-16) Exhibit (TDC-17) and Exhibit_(TDC-18)
Il me2xLined

lmel-Lmnesd

2 The calculation of the final Maximum R VC Ratia for each 1ssue movement i1s shown in Extibii_(TDC-16) through

Extubu_( TDC-18)

Ilﬁrden -

k)

$5917 66
$1.481 71
399%
331%
$4.904 46

§101320

Bdm -

)

$5.604 86
51478 16

379%
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As shown in Table 5 above. ('SXT's rate for each of the 1ssu¢ movements {L.ine 1) exceeds the
rate based on the Maximum R/VC Ratio (Line §) tor the comparable group by an amount ranging

trom $712 15 per carto $1.119 35 per car
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1V, OTHER RELEVANT FACTORS

In this section of my Reply VS, ! first review and cntique the other relevant factors included by
CSXT mn its opeming evadence  Then. 1 quantily and apply DuPont’s other relevant factors to the
1ssue movements based on DuPont s “final offer comparable groups 'lhe results of my other

relevant factor analyses arc summarized below under the Tollowing headings

A USXT's Other Relevant | actors

B Application ot DuPont’s Other Relevant Faclors

A. CSXT'S OTHER RELEVANT FACTORS
M discussion of CSXT's other relevant factors addresses the two tactors developed by CSX1
m opening. 1 ¢ . (1) an adjustment to RSAM Ratio. and (2) indexig of Waybill Sample vanable

costs and revenues

1. Adjustment to
SA 1o
In December. 2007, the STB published the results of s RSAM and R/VC |4, calculations for
CSXT = Based onthe $1B°s RSAM and R/VC |, ratio calculations for 2002 10 2005, the average
mark-up factor developed by dividing the RSAM ratio by the R/VC [, ratioequals | 24 This mark-

up factor 15 applied to movements in the comparable group

= Sec Nun-Coal Guidelines served December 11 2007 and comrected December 20, 2007
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CSXT states that 1t used the STB's RSAM and R/VC |, figures to caleulate the required mark-
up ratws. but made an adjustment 1o 1ts calculations  account for an alleged Naw 1n the STB's
methodology = € SX 1 usserts that the STR s Simplified Standards procedures should have adjusted
the REV ..., component of the RSAM ratio to account tor income taxes attributable to the
additional revenue needed for CSXT to be deemed revenue adequate  Specifically. CSXT believes
the correct procedure for developing the mark-up factor 15 to divide the diftference between the
RSAM and RYVC |, ratios by one less the railroad’s statutory federal and state income tax rates, and
add the 1esultant quotient to the R/VC |, ratio 2 According to CSXT. thrs would produce a tax-
adjusted RNAM ratio. and a resultant tax-adyusted mark-up factor

There are two primary problems with CSXT s RSAM adjustment  First, CSX 1 assumes that
the addinonal revenue from the REV,, . ... calculation would be taxed at CSXTs statulory tax
rates wathout any support lor its assumplion  Second, the vanable costs used to calculate the RSAM
and R/VC ,, ranos are already overstated due to an over recovery of mcome taxes, which
undersiates the size of the R/VC |, traffic and artficially increases the revenue adequacy

adjustmem factor | address these two 1ssues below

See ¢ SX 1 Opening Evidence ar 22

CSAT s logie m that the REV .. .., component in the RSAM ratio 1s calculated based on after-1ax carmings.
and a straight application of the compenent te the R+V( ,,, ratio which 1s based on pie-tax revenues, would
leave a raniroad below a revenue adequate level

I's b
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a. Statutory Tax Rates
Versus Effective Tax Rates

CSXT s assertion that parties should adjust the REV ... component of the RSAM ratto at
CSXT's stututory lederal and state tax rates ignores the lact that CSXT's income tax expenses do
not reflect a straight application of the statutory tax rates  Simply stated. CSX | 's effective 1ax rate
15 significantly different than the statutory lax rate

The eftectn e tax rate 1s the amount of tax an individual or firm pays when all other government
tax otfsets or payments are applied divided by the tax base  'SXT™'s Annual Report Form R-1 data
clearly shows that the ratlroad s effective tax rate does not equal combined federal and state statutory
rates as assumed by CSXT  One can distinctly sce this tact 1o looking at USX'1's Form R-1 data
In 2003 CSX1 recorded $297 nullion 1n income from continuing operations before taxes, but
hooked u 1ax benefit. not a tax expense of $50 million #  In other words. CSXT s net rallway
operating mcome mncreased due to tax benefits This was not an 1solated situation CSX [ booked a
tax benefit of $21 3 nullion 1n 2002 while generating nearly $500 million in income from continuing
operations = In sum  between 2002 and 2005, CSXT's effecuve tax rates were well below the
statutory stundards 1n ¢ach year

Phere are a numiber of tactors that can drive a [tem’s offective tax rate well below 1ts stitutory
1ax rate These tnclude. but ure not limuted 10, the impact of deferred income taxes. tax-loss
carrviorwards and carry bachs and governmental tax credis CSXT s Form R-1 data for 2003 does

not indicate the reason for the large tax credit hooked by CSXT but the stmple fact 1s that it

lustiates clearly that CSXT 1s not paying taxes at a statutory level

lz

See € X1 2003 Form R-1. Schedule 210 Lines 46 and 63
See CSXT 2002 Form R-1 Schedule 210, Lines 46 and 63

L

I
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While 1t s clear that CSXT s average effeclive tax rate 1s below the statutory level. it 1s unclear
that CSX1°s marginal tax rate 15 also below the statutory level since it 1s not possible to venfy
CSXT seflective marginal tax rate with the available information A marginal 1ax rate 1s the tax rate
that applies to the last dollar ot the tax basc. and often applied to the change 1n tax obligations as
mcome 1ises  In this instance, the REV ., ... dollars added 10 the Revenue 4, while holding all
other operuting expenses constant. would be considered marginaf revenue  CSXT assumes that this
1evenue would be laxed af the siatutory rate  However, 1t 1$ not poswible Lo calculate the actual
impact ol taxes on this additional revenue wath data in the record, or with publicly available CSXT
financial data Rather. w effectively caleulate the impact of the additienal revenue would require
acomplete set of CSXT income wx returns for the 2002 to 2005 ume period  Without this data, one
cannot truly detenmine the tax impact if any. of the additional revenue

CSXT simphsucally assumes that the additional revenue contributed by the REV . ... figure
would be taxed at a statutory level CSXT has clearly provided no support for this assumption in the
1ecord of this case  If the STB were 10 accept CSXT's argument that the REV ,,, . cOMponent of
the RSAM ratio required a lax adjustmem, the only logical tax rate 10 use for the adjustment 1s
CSXT « etfectine tax rate for each vear [he use of CSXT 7> effective tax rate reflects the fact that
CSXT does not incur Lax expenses at the statutory rate. and would therefore provide an adjustment
consistent with CSXT s actual tax positton  Lxhibit_t I DC-19) contains a restatement of CSX 1’y
mark-up factor calculated using CSXT's effecuve tax rates As shown in L:xhibit_( TDC-19). the

corrected mark-up factor equals 1 26 rather than CSXT's overstated factor of' 1 38
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b. URCS Overstates the
Required Tax Recovery

The STB's URCS modef mcludes a variable return on mvestment (“ROI™) component
calculated using a pie-tax weighted-as erage cost of capstal ("WACC” j based on the federal statutory
lax rate of 33 percent  The use of the pre-tux WACC 1n the variable ROL which adjusts the cost of
cquity 1o allow for a retum to common equity holders Jrom afler-tax carmings. expheily adds
addinonal vanable costs to cach movement 1o cover the ralroad’s hypothetical tax burden.
However. as explained above, rallroads seldom pay taxes at the statutory rate duc to offsets and
credits and their actual tax expenses are much fower than implicd by the statutory rate  Therefore,
using o statutory tax rate in the URCS model leads 1o an overstatement in each movement's variable
COsts

[ slubu_TDC-20) (llustrates the impact of the overstatement of tax recos ery inherent n URCS
As shown in Extubit_(1DC-20). actual federal taxes booked by CSXT in 2005 equaled $220 million
based on R-1 Schedule 210. Line 47 1In contrast. the STB's 2005 URCS implicitly included $748
mullion w cover the 1axes inherens in the URCS varable RO! calculaton  In other words, the URCS
model included over three irmes the amount of costs necessary to cover CSXT s actual income tax
expense

The etfect of the tax overstatement in URCS has a direct impact on the calculation of the RSAM
resenue adequacy adjustment factor At a base level. the STB uses URCS variable costs, along with
revenue statistics. o dentify the movements to include 1n the R/VC |, sample group. and the
subsequent Revenue |, The problem Lies in that the 8 TB has cftectively excluded movements [rom
the R/VC 4 sample group. and lowered 1ts Revenue , figure, by overstating tax recovery in its

URCS variable cost calculations  T'or example, assume a movement has an R/VC ratio of 179
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percent based onthe S 1 B’s URCS vanable costs as presently calculated  Removing the tax recovery
overstatement from the URCS vanable costs would reduce the denominator 1 the R/VC ratio
alculation and increase the R/VC ratio for the movement above the 180% threshold for inclusion
in the RIVC |, sample group It 1s hikely that correcting the URC'S vanable costs for this tax
recovery vy erstatement would 1nerease the number of movements in the R/VC |, sumple group, and
thereby increase the total Revenue [,

Any change in the Revenue |, has a direct impact on the §18°s revenue adequacy adjustment
tactor since 0 its sunplest form., the adjustment factor s equal o { plus the REV,, . .. divided by
the Revenue | 2 [ the $ 1B were to calculate C'SXT"s URCS vaniable costs using a pre-tax WACC
taking into consideration CSXT's ellective tax rate. instead of a statutory tax rate, the size of the
R/VC |, tratfic group would be larger and produce a more accurate revenue adequacy adjustment

lactor

2. Indexing of Waybill Sample
Yariable Costs and Revepues

CSXI asserts that the 2002 to 2005 revenue and vanable cost data for the comparuble group
provides an inconsistent comparison tor evaluating the R/VC ratios of the challenged rates. which
were established in 2007, due 1o inflation in ral rates and railroad operating vosts 3 To address this
alleged inconsistency CSX |1 proposed three indexing methods - twoe related to indexing revenues
and onv for indexing varable costs — 1o adjust the comparable group’s R/VC ratios CSXT s first
proposed method for indexing prior year revenues 10 2007 levels rehied upon average chemical

revenue per unit as reported 1n CSXT s publicly available financial reports for the 2002 to 2007

= ] “1REN .., — Revenue )
<1 Sec CSX1 Upening Evidence at 25
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period  The second res enue indexing method used a combimation of the publicly available changes
i revenue developed i CSXT s first propasal and revenuce data extracted from CSX I' sconfidential
traffic files Fnally, CSXT proposed to adjust the comparable group’s vanable cost calculations
hased on publicly available rilroad cost factors

As g threshold matter, Simphified Stand explicitly rejected as unnecessary the very type of
indexing proposed by CSXT 2+ The STB also stated that it any party wished to present addaional
evidence of indexing of revenues and/or costs, the additional evidence would be evaluated as “other
relevant factors = The STB warned. though, that the party submitting such additional evidence
would bear the burden ot proof of the necessity of the proposed change, and require that the
proposing party quantity the evidence in an objective, transparent manner =

With the STB's instructions in mund, 115 clear that CSX 1" did not meet 1ts burden because
CSXT did not show that the adjustments are necessary Iirst CSXT s evidence was not presented
objectinely since CSX I tailed to adjust all relevant revenue and cost data, and 1nstead focused only
on the data that would increase the comparable group™s R/VC ratios Second. CSX 1™s indexing leads
to a double count of the revenue necessary for CSX 1 to reach revenue adequacy  Third. CSXT has
filed to proxide thorough and reliable proof that the adjustments were necessary to reflect changes

1n the market | discuss my reasons for CSXT s failures below:.

I

See Simplified Standuards at 84-85 *We do not believe that any adjustment to rarl costs 1s necessary, *and “Nor do
we believe a resenue adjustment 1s appropriate ™

See Simphiticd Standards at 85

See Sunphificd Standards at 77

-l b
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a. CSXT's Indexing
1s Lnobjective
and Unnecessary

CSNT stated that 1t indexed the comparable group’s revenues and variable costs to account for
the tinung diflerences between the revenue and cost figures of the movements in the comparable
group and those of the issue traffic According to CSXT, indexing the comparable group’s revenues
and vanable costs pluaces the outdated comparable group R/VC calculauons at the same price level
as that of the issue wraffic  The problem with CSXT's adjustments 1s that they were far from
objective because CSX | only included adjusimients that benefited itself and 1gnored adjusiments
that potentially would lower the compaiable gioup’s adjusted R/VC ratios

CSXT ostensibly adjusted the revenue and costs Higures for the comparable group from 2002-
2005 10 2007 levels m order to place them at the same levels as the 1ssue traffic However, the
compardble group’s revenues and vanable costs are not the vnly historic revenue and cost statistics
used in the STB s Three Benchmark Methodology Namely, the STB's Three Benchmark
Methoduelogy also calls tor the use of histuric revenue and vanable cost data in the calculation of the
RSAM and R'VC |, ratios  Failure to adjust all vanable cosis and revenues leads 1o a glaring
inconsisiency n the application of the data  What we arc left with after CSXT' s indexing are
comparable group R/VC ratios nommally indexed to 2007 price levels. and RSAM and Revenue.
ralios based on averages of 2002 1o 2005 rates and costs The mismatch n levels between the
comparable group R/VC s and the RSAM and R/VC |, ratios obviously leaves an unknown and
‘uncxplored outcome to the maximum rate process CSX I furled to explore these 1ssues, and left the

STB with a process that ¢learly does not produce a transparent outcome
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I he question then becomes why did CSXT not index the data included in the RSAM and
R/VC |, ratios when indexing the other revenues and vanable costs? Any truly objective analysis
would have adjusted all revenues and costs 1o the same levels. including the RSAM and R/VC

figurcs

h. CSXT’s indexing
is Redundant

In addiion w bemg unobjective and one-sided. the indexing of the sample group’s revenue and
variable cost figures 1s redundant dug to the presence of the RSAM revenue adequacy adjustment
lactor As the STB eaplained 1n Simphfied Stapdards, the RSAM revenue adequacy adjustment
lactor i» dewigned to provide a ratio to adjust the rates in the comparison movements to reflect the
maximum law ful rates the carrier can charge captive traific taking into consideration the ranlroad’s
need 1or adequate revenues —  In other words the Three Benchmark Methodology already adjusts
rales m the comparable group 1n an cttort for a railroad to achieve and maintain revenue adeyuacy

By indexing the revenue component of the comparable group 1o higher 2007 levels i order to
reflect rate creases, CSX s proposal to reach revenue adequacy. whtle also applying 8 RSAM
1evenue adjustment lactor designed to adjust rates 1o a revenue adequate level. would push the
comparable group s revenues beyond that necessary for revenue adequacy  Simply stated, CSXT

cannot double count its clTorts to reach a revenue adequate rate levels

The S18 pravided an example ot CSX I™'s unnecessary index adjustments 2 The S I'B provides

an ¢xample of a revenue adequate railroad heaping an index adjustment on top of' revenues that

See Sunphiied Standards an 81
See Sunplified Standards a1 85

& I
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alrcady placed the rmlroad n a revenue adequate position As the S I'B noted. indexing would only
place the railroad lurther above the revenuce adequacy level The STB s logic also holds true for a
rarlroad that 1s not cuniently revenue adequate, but 1s raising its rates to reach revenue adequacy

Stacking an adjustment for helping a carner to become revenue adequate on top of an adjustment
to reflect a rnlroad”s increasing rates 10 reach revenue adequacy 15 clearly unnecessary and would

tesult 1n rates 1eflective ol a position well bevond revenue adequacy

¢. OCSXT Has Not Proven
the Market Has Shifted

in a 1 ransparent Manner

CSXT states that 1t indexed the revenues in the comparable group to account for the sigmificant
markel changes and dynamics that have occurred in the chemical market between 2007 and the 2002
and 2005 time penod trom which the comparable group was extracted 2 There 15 no denying that
CSX s total revenues for the chemnal group have increased between 2002 and 2007  However,
CSX1 has not provided clear evidence ol the cause of the increased revenues. or 1l the increased
revenues was attributable w all chemical tratfic CSXTs use of publicly available changes in
revenues per unat for general chemmical traftic falls tar shon of the transparency needed to pass the
STB’s other relevant factors™ standard 1o adjust the comparable group R/VC ratios  Additionally.
much of this imcrease 1in revenues has not come from a shift in the markets and dynamics. but from
CSXT's collection of fuel surcharges

As idicated above. CSXTs two revenue indeximg processes rely upon changes 1n average

revenue per unit for CSXT's enure chemical business group CSXT s first method indexes the

2 See CSXI Opening at 25



41-

comparable group’s revenues bused whully upon histone changes ix the chenmical business group's
average 1evenue per unit CSXT's second proposed indexing method uses a combination of the
chemucal business group data developed n 1ts first method and confidential revenue data developed
trom 1ts internal trafTic files  The problem with both approaches s that they rely in whole or in part
upon changes in revenues for an entire business group, and not changes in revenues for the specific
commodity or movements at 1ssue CSXT has farled to meet ns burden of proof that the publicly
available pricing data tor CSXT s chemical business as a whole reflects chunges in the moyements
included i the comparable group
CSAT s website hists 29 diftetent major chemscal groups in its chemical business group, with
multiple sub-catepones within each macro group 2  While CSXT may categonze all these
commodities as “chemicals,”™ the actual produets are not nearly as homogenous and cover a wide
range of commodities. inciuding sand, plastics, petroleum coke, LPG and soda ash  Each ol these
differens commodities 1s driven by different market factors and conditions that may have absolutely
nothing 1 common other than bemg included in CSXT's chemical business group  CSXT has
presented no evidence that the changes in revenue and revenue per unit forits total chemical business
group has the same rate of changes for the commodities included 1n the comparable group CSXT
carries the burden to show that these changes are necessary {o reflect changes in the market for the
specttic commeodities  CSXT has fallen well short of this mark
The S1B stated that parties may presem additional “other relevant factor™ evidence for

indexing to show ~market changes not reflected m the companisen group ™ 2 In this instance,

2 Sechip www s comv™fuseaction=customers pricing Lists-detail&bur=C H&bun=Chemicals#CSXT3200
decessed on Cebrugry 27 2008

2 G Simplified Standards at 85
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USX1 has not shown that the changes in both its publicly pubhished revenue statistics and its internal
vonfidenual revenue data was due entirely to market changes

CSX1 shows 118 revenue indeximg 1n terms of stronger pricing due 1o changes in market
conditions stating that indexing 1> necessary to account for = sigmiicant market changes and
dynamics  fuor the shipments of chemical tratfic ™ While changing markel conditions may
account for some mereases in revenues. a primary driver in ingher 2007 chemical business revenucs
has also been increases 1n assessed fuel surcharges CSAT1's Fourth Quarter. 2007 Quarterly
Financial Report made this point erystal clear indicating the change in chemical revenues was duc

to sevelal tactors. including higher fuel surcharges

Chemicals - Revenue and revenue per unit increases were
driven pnimanly by improved pricing and a higher fucl
surcharge rate

In other words. both market and nen-market 1ssues have impacted CSXT s revenues 1n some
unknown combination

The STB s decision in Dx Parte 061, Rl Fuel Sur¢ harges, served January 26. 2007 (Fx Pante
661" de-linked raihoad fuel surcharges from base transportation rates and instead linked nlroad

fuel surcharges o actual operations = The STB stated

See CSXT Opening at 25

CSX [ Quarterly 1 inancial Repont, Fourth Quanter, 2007 page (0

In tict the STB 1ook CSX 1 1o task in its Ex Parte 661 decision {or attempuing to arpue that a fucl surcharge was
4 1evenue enhancement tool rooted 1n differential pricing, and not just a means for recovermg higher fuel costs See
L.\ Pane 661 a1 6

ks
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Because railroads rely on differential pricing. under
which rates are dependent upon lactors other than costs.
a surcharge that 15 hied to the level of the base rate. rather
than to fuel consumption {or the movement 1o which the
surcharge is applied. cannot tairly be descnbed as a cost
recovery mechamsm

T

The ratlroads will have a 90-day transition penod to

adjust therr fuel surcharge programs 4
Asmandated by the SIB CSXT changed its fuel surcharge program from one based on a percentage
of base rates 1o one based on a link o operations

CSXT clearly had increased revenues in 2007, but it s not possible from publicly available data

to discern what portion of the change was driven by changes 1n the transportation market and what
was driven by imereases 1n fuel surcharge revenues which are independent of the chemical
transportation market = CSXT carnies the burden ot showing that the increases in chemical revenues

were due to changes in markets in a transparent manner  CSXT has not met this burden

B. APPLICATION OF DUPONT'S
OTHER RELEVANT FACTORS

Inmy Opening VS 1included two wther relevant factors and quantufied their application to
the calculatton ol the Maximum RV Raho for the ssue movements ‘T he procedures described

and the analyses contaimed i my Opening VS remain unchanged However, because the

See by Pane 661 at 6

CSX T mias try to argue that incredses n fuel surcharge revenue were duc to changes in the fuel market, and
therefore linhed to changes m markets  This would be a red herring  CSXT clearly states that it was lookang at
changes m the chemical transportation inarket and net the tuel market. i advocating 1ts adjustment

= o
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comparable groups and the Maximum R/VC Ratios have changed from my Opening VS, | have

revised the cafculations showing the application of DuPont’s other relevant faclors

These revisions are contained below under the following topics

1 STR's RSAM Ratio Adjusted for Efficiency

2 STB’s RSAM and R/VC |, Ratos Adjusted for the STB's New Cost of Capital
Methodology

1. STB’s RSAM Ratio
Adjusted for Efficicncy
At pages 11-12 of my Opening VS, | desenbed the methodology [ used to adjust the SIB's
RSAM tor efficiency | have not changed that methodology or 11s resulis in Reply
T'he results from using the STB's RSAM adjusted for efTiciency to calculate the Maximum

R/VC Ratior for the {inal comparable groups are summarnized in Table 6 below
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Table 6

Miaumum Rate for [ssue Movements Usmng Effic RSAM and R/VC>180

Ampthill - Hevden - Heyden -
Item Wyandotte Duart Washingion
th ) (3 4)

I 3Q07 Rate per Car (Includmg Fuel

Surcharge) ! $6.426 42 £5.91766 $5 604 86
3 3Q07 Variable Cost per Cur & 5161801 S1.481 71 $1.478 16
3 R vC Rauo - 307% 3994 379%
4 Maximum R VC Ratio with

RSAM Adjusted tor Lificiency < 308%% 3119% 3%
% Mavimum Rate per Car 2 S 983 47 $4.608 12 $4.597 08§
¢ Amount CSXT Rate per Car

Exceeds Masimum Rate per Car 2 $1.44295 $1.309 54 S1.007 78

! Table 1 above

- lable 3 abuwve

- Line I - Line 2~ 100

2 Electrome workpapers

- lme2sLined
Lmel-Line$

As shown n Tuble 6 above CSXT's rate for each of the 1ssue movements (Line 1) exceeds
the rate based on the Maximum R/VC Ratso using the RSAM adjusted for efficiency (Line 5) for

the comparable group by an umount ranging from $1,007 78 per car to $1 442 95 per car
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2- STB‘h RSI\M ﬂl‘ld RNC"“I
Ratios Adjusted for the STB's

New Cost of Capital Methodolugy

Aupages 13-15 ol my Opening VS 1 described the methodology [ used to incorporate the
SIS lanuary 17 2008 decision 1n Ex Parte No 664 Methodology to be Employed in
Determupnng the Ravdroad Indusin: s Cost of Caprad ("Cost of Capiial™) to replace its single-stage
Discounted Cash | low ("DCF™) mode] with a Capital Asset Pricing Model ("CAPM™) 10
determune the cost of equity component n the cost of capital calculation | have not changed that
methodology o1 1ts results in Reply

‘T'he results from incorporating the CAPM cost of capital methodology to caleulute the

Maximum R/VC Rauo tor the final comparable groups are summarized in 1able 7 below

Table 7

Maxsimum Rate for Issuc Viovements Using CAPV RSAM and R/VC>180

Ampthll - Heyden - Heyden -
Item Wyandotie Duart Washington
th ] &) )
1 307 Rate per Car (Including
Fuel Surchaiyge) - 56 426 42 $591766 S5 604 86
2 IQUT Vanable Cost pur Car = $1ol8Ul $1481 71 1478 i6
3 R V(' Rativ - JY97% 399%, 379ve
+ Masmum R VC Ratia with
RSAM Adjusted for CAPM = 115% 308% 308"
£ Maximum Rate per Ca 2 193495 $4 563 67 $4 55273
6  Amoum ¢ SX1 Rate per Car
Lxeeeds Maximum Rare per Ca %1491 .39 $1.35390 Slps215

Table | above

Tuble 3 above

lmel =1 me2y 100
Clectronic workpapers
Line? x Line 4

Lme ! -Line s

™ 1+ ik = un b=
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As shown i Table 7 above CS8X17s rate for cach of the 1ssue movements (1 1ine 1) exceeds
the rate based on the Maximum R/VC Ratio using the RSAM and R/VC |, ratios adjusted for
the CAPM cost of capital (1 ine 5) for the comparable group by an amount ranging from

$1.052 13 pe: carto $1.491 49 per car
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V. RELIEF FOR DUPONT

In this section of my Reply VS, [ present the relief that DuPont 1s enutled 10 for the issue
movements based on the analyses and methodologies described above  The results of my

analy ses are shown in Tahle 8 below

Table 8
stimated Relief to DulPont For Movements At Issue
(1n thousands)
Bi'.ed on
5TB's t fficient CAPM
RSAM and RSAM and RSAM and
Movement RNVC>I80  RVC>180 RIVC:-180
{0 ) (3 (1)
] Ampthall VA - Wyandotte M| $604 $779 $8006
2 Heyden NI-Duan NC $532 $688 S711
3 Hevden NJ - Washington WY 518 23 26
4 Total $1,154 $1.492 $1.543

As shown in Table 8 above. DuPont 1s entitled to rehief totaling $1 15 mulhion using the

SEB"s RSAM amd R/VC |, ratios subject 1o the appropriate cap in Three-Benchmark cases. The
rehief increases to $1 49 million using the RSAM und R/VC | ratios adjusted for efticiency and
10 S1 54 million using the RSAM and R'VC |, ratios adjusted only for the CAPM cost of capnal

(1 ¢ . unadjusted for elficiency) #° again subject to the appropniate cap

1 See electronic workpapers file “Non-Has Relief Summary Repls als™ lor the detmled calculations



YERIFICATION

COMMONWEALTH OF VIRGINIA )

)
CITY OF ALEXANDRIA )

. THOMAS D CROWLEY. verily under penalty of perjury that | have read the foregoing
Ventied Statement of Thomas D Crowley that | know the contents thereof, and that the same are
true and correct Further [ certify that I am qualified and authurized to file this statement

2 )t

Thomas D Crowley /
Sworn w and subscribed

belore me this 53 day of March. 2008

. 4
A 57
(. Aae A DL are ey

Ihane R Kavoums
Notary Public lor the State of Virginia

My Commussion expires November 30 2012
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Exhibit_(TDC-13)

Comparison of the Change in the Fuel Component
of the RCAF to the ETA's U.S. No. 2 Diesel
Fuel Component  Cumulative EIAUS  Cumulative
Quarter  of the RCAF % Change No 2 Diesel % Change
(1) () (3) 4) 5
1. 1Q2002 874 0 0% 1178 0 0%
2 2Q2002 825 -5 6% 1300 10 3%
3 3Q2002 94 4 8 0% 134.6 14 2%
4 4Q2002 1035 18 4% 1437 21 9%
5 1Q2003 100 7 15 2% 1617 372%
6 2Q2003 1304 49 2% 146 9 24 7%
7 3Q2003 106 3 21 6% 1463 24 1%
8 4Q2003 113.3 29 6% 148 4 26 0%
9 1Q2004 110.8 26.8% 158 7 34 7%
10. 2Q2004 1208 38 2% 1717 45 7%
11 3Q2004 137.7 57 6% 1829 55 3%
12 4Q2004 148 3 69 7% 2097 78.0%
13 1Q2005 1715 96 2% 206.6 75 4%
14 2Q2005 1869 113 8% 2260 9] 8%
15 3Q2005 1936 121 5% 2564 117 6%
16 4Q2005 276 2 216 0% 2704 129.5%
17 1Q2006 226 4 159 0% 2500 112.2%
18 2Q2006 2279 160 8% 284 1 141 1%
19 3Q2006 2652 203 4% 2921 147 9%
20 4Q2006 2870 228 4% 2558 117 1%
21 1Q2007 2459 181 4% 254.7 116.1%
22 2Q2007 2359 169 9% 2813 138 7%
23 3Q2007 2539 190 5% 2897 145.9%
24 4Q2007 276 4 216 2% 327.0 177 6%
25 1Q2008 3348 283 1% 3342 183.7%

Page 1 of 2
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STRB's Calculatigns

2

3

Board RSAM Ratio
Board R/VC >180

S1B RSAM Mark-Up

CSXT's RSAM Adjustment

4

5

6

)

Shortialt (After -Tax)
CSX | Shortfall Calculation
CSX1 Adjusted RSAM

CsSX1 Adjusted RSAM Mark-Up

Corrected RSAM Adjustment

Corrected RSAM Adjustment Calculation

Source
(2}

Ex Parte 347 (Sub-No 2)
LCx Parte 347 (Sub-No 2}

Line - Line2

Lmel-Lmne2
Line 4~ (I -38 5%) 2/
Lme2+Lme5

Line 6 - Line 2

8 Income (I 0ss) from continuing
operations (before ine taxes) Sch 210,1n 46
9 Income Taxes On Ordinary Income Sch 210, Ln63
10 Effective Tax Rate [.ine 8= Line 7
11 Corrected Shortfall Calculation Line4=(1-1me 10}
12 Corrected Adjusted RSAM Line2~Lme 1!
13 Corrected Adjusted RSAM Mark-Up Line 12 - Line 2
1/ Simple average of Columns (3) 1o (6)
2/ CSXI calculated an effective 1ax rate of 38 5%. including state taxes

2002
&)
286%%

238%

48%
78%
316%

133

479373
(21.562)
-4 5%
6%
284%

119

2003
(L))
292%

239%

53%
86%
325%

136

296.642
(50.403)
-170%
45%
284%

119

2004

()

292%
231%

126

99%
330%

143

511,043
15.220
3 0%
63%
294%

127

2003
(6)
300%

236%

104%
340%

144

963.736
249,418
259%
86%
322%

137

Exhibit_(TDC-19)
Page | of |

Four-Year

Ayerapge |/
(N

292 5%
236 0%

124

327 8%

139

562,699
48,168
1 8%
60 1%
296 1%

126
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Federal Income Tax Provision Included In URCS By STB

Item Source
a 2)
CSX URCS Total Return On Investment @17 9% URCS D8PI11.135
CSX URCS Total Return On Investment @12 2% URCS D8PIL135 1/
Provision For Federal Income Tax Included In URCS By S| Line 1-Line2
Actual Federal 1axes CSX R-1Sch 210 Line 47

Tax Provision Included In URCS By STB In Excess Of

Actual Taxes Paid Line3-Linc4

URCS developed without provision of federal income tax

Cxhibit_(TDC-20)
Page 1 of' ]

2005 CSXT
Amount

&)

$2,348,502

$1,600,655
$747.847

$220,345

$527,502
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SURFACE TRANSPORTATION BOARD

E1 DUPON' DE NEMOURS AND COMPANY
Complainant,

v Docket No NOR 42099

CSX TRANSPORTATION, INC,

Defendant
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PART 111 - REPLY EXHIBITS

Exhibit A DuPont Contract Fact Sheet

Exhibit B Bear Stcarns 2007 Rail Volume Analysis
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Moreno, Jeffrey

Subject: FW Week 52 Rail Volumes Rail Volumes Deteriorate Further During Volatile Chnistmas
Week

Afttachments Week 52-07 xlIs. Disclaimer txt

From: Wolfe, Edward [mailtorewoclfe@bear com]

Sent: Thursday, January 03, 2008 11 22 AM

To: Wolfe, Ed {Exchange)

Subject: Week 52 Rail Volumes Rail Volumes Deteriorate Further During Volatile Chnistmas Week

Pasted below, we have included brief comments on Week 52 raif volumes and service
metrics We have also attached an Excel file with company and segment data

Our more in depth On Track note will be available tomorrow morning

BEAR
STEARNS

DISCLLOSURES & REG AC BL:L.OW

Week 52: Rail Volumes Detcriorate Further During Volatile Christmas Week

VOL.S DETERIORATE. Total Week 52 vols declined 6 0% y-o-vy, deteriorated vs -2 8% and -3 2% n the prior
2 weeks and -2 3% for the full year In 4Q rails vols declined 1 0%, inproved vs -2 4% last quarter and -2 8% in
IH 07 Vols for the Canadian rails dechined -3 1% y-o-y and vols for the Big 4 U S rails were down 6 6% y-o-y
In 4Q vols for the Canadian rails were up 4 4%, improved vs +0 2% last quarter and vols for thc Big4 U S rails
were down 2 1%, improved vs -3 0% last quarter

TIMING OF CHRISTMAS LIKELY A LARGE DRAG. Chnistmas occurred on a Tucsday this ycar,
impacting two full work days (Monday, Chnistmas Eve and Tuesday) whereas last year Christmas occurred on a
Monday, impacting just onc full work day, with Chnistmas Eve occurring on a Sunday (Sunday s typically a
slower freight day) We expect the rails to make up that vol dunng 1Q although the first week could see similar
effects with New Ycars Day this year on a ‘luesday vs Monday a year ago Continued weak demand as well as
the hingening effects of harsh weather conditions across the western US and Canada also contributed to the

deciine n vols

BROAD BASED WEAKNESS. Vols declined y-0-y in 6 of 8 segments, led by declines n autos (-21%),
intermodal (-8%) and paper/lumber (-22%) Coal vols declined 4% and grain vols declined 3% Minerals/stone
vols also declined 4% On the positive side. chemicals vols were flatuish and metals were up a sohd 5%

NSC AND CNI LESS WORSE AMONG TLIE CLASS I's. {1arsh weather conditrons in the Midwest continued
to impact BNI and UNP, with vols duwn 6% and 7%, respectively NSC was the lcast worst among the U S rails
this week, with vols down 5%, while CSX's vols were down 9% In Canada, CNI's vols were down 2% and CP's

vols were down 5%

3/4/2008
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MIXED SERVICLE METRICS. 3 of the 4 US Class I raids reported faster tramn speeds whie 3 reported
deteriorated dwell times BNI reported the best y-o-y nnprovement in train speeds while NSC reported the best y-
o-y improvement in dwell tunes In Canada, CNI's y-o-y train speeds dechined and y-o-y dwell imes deteriorated
We note that complete seryice metrics for CP* are not available yet

Sce the attached spreadsheets and tomorrow’s On Track note for more detail by company and by segment.

Have a great day!
Ed
—_ 5
BearCosts ”

Cowte P ' 1w 30 Lae el |

Looking for our latest models or rescarch? A fust way to access notes, reports and models 1s by clicking
on Bear's Reseurch Library Chck here to access research by company or analyst

iqu:l_\ Rescarch Phone Cmail Sector Ratnp

nalyst Airfreight & Surface Market Wesht
Edward Wolfc 212-272-7048  cwolfe@bear com  Transportation - Ratlroads 2
Scott Group 212-272-0692  sgroup@bear com

Companics Analyzed

Yesterdun's S thadalogs (1 fargad s

Hichor'ine Lanpt

Compim Nam  larl ¢ lovng Rating Frie Resk 11 vunpa € s incdudual) e luded)
! Prics '
Pecr
Union Pacific UNP 12424 bocform
Norfolk Southem  NSC 49 41 Qutperform
I*eer

CSX Corporation  CSX 4345 purform

Cunadian Pacific CPCN 6345 Peer

Railway (Canada) =—— Perform
Gt ees
Gt Nl xRon soa0 o,
?Jg;idlan National CNI 46 40 IP'::-:;orm
Swape AN @93 plL

Analyst Certification

e Rescarch Analyst(s) who prepared the research report hereby certify that the views expressed in this rescarch report
accurately reflect the analyst(s) personal views about the subject companies and their securitiecs The Research Analyst(s) also
certafy that the Analysi(s) have not been. are not, and will not be receiving direct or indirect compensation for expressing the

3/4/2008
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specific recommendation(s) or view(s) i this report

Edward Wolfe
Important Disclosures

Bear Stearns does and secks to do business with companies covered 1n 11s research reports As a result
investors should be aware that the Firm may have a conflict of interest that could affect the objectivity of
this report

Customers of Bear Stearns in the United States can receive independent, third-party research on the
company or companies covered in this report, at no cost to them, where such research 15 available
Customers can access this independent research at www begrsicarns comiindependenireseqarch or can
call (800) 517-2327 to request a copy of this rescarch

Investors should consider this report as only a single factor in making their investment decision

BNI Bear Steams 15 affihiated with the specialist that makes 2 market i the common stock of this 1ssuer, and such specialist
may have a position (long or shert) and may be on the opposite side of public orders in such common stock

For important disclosure information regarding the companies in this repord, please contact your registered representative at
1-800-999-2000, or wnite to Sandra Pallante, Equity Research Compliance, Bear, Stearns & Co Inc , 383 Madison Avenue,
New York, NY 10179

The costs and expenses of Equity Research, including the compensation of the analyst{s} that prepared this report. are paid
out of the Firm's total revenues, a portsion of which 15 gencrated through investment banking activiies  This report has been
prepared in accordance with the Firm's conflici management policies Bear Steamns 15 unconditionally commutted to the
integrity, objectivity, and independence of i1s rescarch Bear Stearns research analysts and personnel report to the Director
of Research and are not subject to the direct or indirev1 supervision or control of any other Fum department (or members of
such depariment) This publication and any recommendation contained herein speak only as of the date hercof and are
subject to change without notice Bear Steams and its affiliated companies and employees shall have no obligation to update
or amend any information or opinion coMaincd herein, and the frequency of subsequent pubhications, if any, remann in the
discretion of the author and the Firm

Bear, Stearns & Co Inc Equity Research Raung System Ratings for Stocks (vs analyst coverage universe) Outperform
(O} - Stock 15 projected to outperforin analyst's industry coverage universe over the next 12 months Peer Perform (P) -
Stock 1s projected to perform approximately in line with analyst's industry coverage universe over the next 12 months
Underperform (U) - Stock 1s projected to underperform analyst's indusiry coverage universe over the next 12 months

Ratings for Scctors (vs regional broader market index) Market Overweight (MO) - Expect the industry Lo perform better
than the primary market index for the region (S& P 500 in the US) over the next 12 months Market Weight (MW) - Expect
the industry to perform approximately i line with the primary market index for the region (S&P 500 n the US) over the
next 12 months Market Underweight (MU) - Expect the industry to underperform the primary market index for the region
{S&P 500 in the US) over the next 12 months

Edward Wolfe, Arrfreight & Surface Transportation - Railroads
Umion Pacific, Pacer International Inc , Norfolk Southemn, CSX Corporation, Canadian Pacific Railway (Canada), Canadian
Pucific Railway (US), Canadian Nauonal (Canada). Canadian National (US). Burlington Northern Santa Fe

Beur, Stearns & Co Inc Ratings Distribution as of September 30, 2007 Percentage of BSC universe with this raung /
Percentage of these companies which were BSC investment banking clients in the last 12 months Qutperform (Buy) 44 5/
15 6 Peer Perform (Neutral} 48479 3 Undemperform (Sell) 71/6 5

OI1HER DISCLAIMERS

This report has been prepared by Bear, Sicams & Co Inc, Bear, Stearns International Limiled or Bear Stearns Asia Limited
(together with their atfiliates, "Bear Steams"), as indicated on the cover page hereof Responsibility for the content of this
report has been accepted by Bear, Steamns & Co Inc for distribution in the United States 1f you are a recapient of this
publicatton in the United States, orders i any securities referred to herein should be placed with Bear, Stearns & Co Inc
‘This report has heen approved for publication 1n the United Kingdom by Bear, Steamns International Limited, which 1s
authorized and regulated by the United Kingdom Financial Services Authorily U K retail chients should contact their Bear,
Stearns International Limited representatives about the investments concerned This report 1s distnbuted i 1ong Kong by
Bear Steams Asta Limited, which 1s regulated by the Secunties und Futures Commussion of Hong Kong Recipients of thas
report from Bear Steams Asia l.imited should contact representatives of the latter in relation to any matter referred (o heremn

3/4/2008
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Additivnal infonnation is avanlable upon request

Bear Stearns and us employees, officers, and directors deal as principal in transactions involving the securities referred to
herewmn (or opuons or other struments related thereto), including in transactions which may be contrary to any
recommendations contained herem Bear Stearns and its employees may alvo have engaged in transactions with issuers
identified herein Bear Stearns 15 affiliated with a specialist that may make a market in the secunities of the 1ssuers referred
10 1n this document, and such specialist may have a position (long or short} and may be on the opposite side of public orders
in such securitics

s publication does not constitute an offer or solicitation of any transaction in any securities referred to herein Any
recommendation contained herein may not be suitable tor all nvestors Although the information contained in the subject
report (ol including disclosures contained herein) has been obtained fromn sources we believe to be reliable, the accuracy
and completeness of such information and the opimions expressed herein cannot be guaranteed This publication and any
recommendation contained herein speak only as of the date hercof and are subject to change without notice  Bear Stearns
and nts affihated companies and employees shall have no obligation to update or amend any mformation or opinion
contaned heren

This pubhcation 1s being furnished 1o you for informational purposes only and on the condition that it wili not form the sole
basis for any investment decision Cach investor must make their own determination of the appropriateness of an nvesiment
in any securities referred 1o herein based on the Lax, or other consideratiens applivable to such investor and its own
investment strategy By virtue of this publication, nesther Bear Sicarns nor any of its employees, nor any data provider or
any of its empluyees shall be responsible for any investment decisien  1his report may not be reproduced, distributed, or
pubhished without the prior consent of Bear Stearns ©2008 All nghts reserved by Bear Stearns Bear Stearns and its logo
are registered trademarks of The Bear Stcarns Companies Inc

IM1s report may discuss numerous secunties, some of which may not be qualified for sale in certain states and may therefore
not be offered to mvestors n such states This document should not be construed as providing investment services Investing
i non-U S secunities including ADRs involves significant nisks such as fluctuation of exchange rates that may have adverse
effects on the value or price of income derived from the seccunty Securities of some toreign companies may be less liquid
and prices more volatile than securities of U S companies Securities of non-U § 1ssuers may not be registered with or
subject to Securities and Exchange Commussion reporting requircments, therefore, information regarding such rssucrs may
be himuted

NOTE TO ACCOUNT L.XECU IIVES For securities that are not histed on the NYSL, AMIZX, or Nasdaq National Markel
System, check the Comphiance page of the Bear Steams Intranet site for State Blue Sky data prior to soliciting or accepting
orders from chents CIR 230 Disclaumer Bear Stecamns docs not provide Lax. legal or accounting advice You should consult
your own lax, legal and accounting advisors before engaging wn any transaction In order for Bear Steams to comply with
Internal Revenue Service Circular 230 (if applicable), you are notified that any discussion of U § federal tax issues
contained or referred to heren s not intended or written to be used, and cannot be used, for the purpose of (A) avoiding
penalties that may be imposed under the Internal Revenue Code, nor (13) promuoting, marketing or recommending to another
party any transaction or maiter discussed hercin

3/4/2008



EASTERN RAILROADS

CSX NSC
FO7 Week 52 6 wk roling QTD YTD| FO7 Week 52 6 wk rolling Q1D YTD
inlermodal -109% 30% 42% -3 4% 45% 25% 4 2% -4 2%
Automolive -101% 94% -35% 51% 324% 40% 21% 50%
Coal -125% 2% 27% -18% 20% £55% 5% 1%
Grain 24% 36% -11% 3% -95% 17% 18% 00%
Chemrcals 18% 71% 58% 26% 52% 23% 47% 313%
Paper/Lumber -140% 126% -141% -126% 122% 98% 9% 4%
Metals 08% 03% 3% 22% 92% 39% 3% 70%
Minerals/Slone -107% 4 2% £ 8% -7 6% 4 3% H4% -3 7% 4 1%
Total Carloads £ 6% 2% 3 1% -3 4% 4 7% 4% 3 0% 3%

WESTERN RAILROADS

BNI UNP
FO7 Week 52 6 wk roling QD YTD| FO7 Week 52 6 wh roling Q1D YTD
Intermodal -118% -75% 49% 56% 90% 14% 09% 05%
Automative -17 9% 46% 40% -31% -205% 53% 32% 4 2%
Coal -16% 09% 03% 03% 41% 01% 30% 05%
Gramn 60% 105% 128% 313% 10% 1% 50% 4 8%
Chemicals 09% 79% 73% 115% 10% 3I7% 55% 33%
PaperiLumber -281% A78% 17 3% -186% -22 4% -139% -130% -158%
Melals 63% 21% 25% 01% 17% 06% 05% 4 0%
Minerais/Stone 96% 17 6% 76% -1 1% 19% 55% I™% £ 9%
Total Carloads 6% 2 6% -3 0% 31% 69% A2% 01% 1%

CANADIAN RAILROADS
CN (H
FO7 Week 52 6 wk rolling Q1D YTD| FO7 Week 52 6 wk roling QTD YTO
Intermodal 53% 45% 42% 01% 29% 70% 69% 67%
Automotive -285% 56% 65% 41% A14% 2% 63% 24%
Coal 79% -38% 48% -109% £4% 22% HT% 41%
Gran 135% 55% -12% 20% 24 5% 23% 4 7% 02%
Chemicals 0% 26% 50% 4 4% -115% I™ 51% 122%
PaperfLumber -291% 157% 131% 127% 29 3% -140% 123% -16 3%
Metals 27 3% 157% 141% 62% 14 4% 16 8% 120% 38%
Minerals/Stone 29% 4 9% 20% 4 8% A37% £53% -3 3% -3 2%
Total Carloads 19% 50% 53% 11% 5% 26% ™% 28%
SMALL CAP RAILROADS
KCSM (Mexico only) KCS{US only)

FOT Week 52 6 wk rolling QTD YTD| FO7 Week 52 & wk roliing QiD YTD
Intermodal 4% 149% 16 3% 141% -59 8% 490% -3 3% -190%
Automolive 47 5% -10% -1 2% 2% -315% 297% 4 5% 22%
Coal 00% 507 5% 1194 9% 552 0% -189% 06% A7% 30%
Grain -29 5% -199% -130% 02% -158% 24% 22% 9%
Chermcals 214% -156% -125% 68% 196% 16 1% 128% 54%
Paper/Lumber 335% -235% 257% -181% 3% 9% 45% B6%
Melals 43% 42% 97% 14 3% 124% 71% 1 1% -5 5%
Minerals/Stone 101% 146% 15 0% 8 0% 44 6% 19% § 1% 26%
Tatal Carloads -16% 16% 0% 03% 21 4% -134% 9 6% 50%
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